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PREFACE 


The main object of this treatise is to tell the story of the 
development of mercantile instruments of credit in the United 
States. On account of “ open book” trading which is a marked 
characteristic of the latest phase in American inland commerce, 
credit per se has been included as a division of mercantile credit 
instruments. A brief account of the origin and evolution of 
credit instruments had been included, in order to attain a satis- 
factory unity. No attempt at original treatment is made until 
we have traced the history of our subject through English law 
and usage and have observed the adoption of the customs implied 
by the Law Merchant on the part of the Colonists. 

Though the manner of obtaining credit which exists in this 
first decade of the twentieth century is readily contrasted with 
that which was customary when, say, Robert Morris first pro- 
jected his scheme for the Bank of North America, the various 
changes which occurred since then did not make themselves felt 
in such a way as to attract the notice of contemporaneous writers. 
Thus it is that the investigator finds himself baffled at so many 
points ; he can find no direct reference to many events which he 
regards as of prime importance, and in many cases he must recon- 
struct the forces which were probably at work from the meagre 
evidences furnished by direct sources. 

The collection of material has suggested a division of the 
main discussion into four periods ; the first deals with the subject 
as it manifested itself during Colonial times; the second treats 


* Submitted in partial fulfilment of the requirements for the degree of Doctor of Phi- 
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the development until the Civil War period ; the third carries it on 
to the panic of 1873; the last division brings the story down to 
date. 

It will now be necessary to mark out the limits which this 
inquiry has set for itself. It does not propose to make “ com- 
mercial paper ”’ and “ instruments of credit’ synonymous terms. 
Checks, which were made the subject of exhaustive study by 
Professor Kinley, are included because they are at the present 
time the most important bank instruments of credit which are 
exchanged for the private instruments of credit of depositors 
and others. Formerly, it was the bank note which was so em- 
ployed by the banker. But promissory notes, time drafts, time 
acceptances and bills of exchange are the chief examples of the 
paper we have elected to investigate. Sight instruments, when 
not employed merely for the purpose of transmitting funds, are 
properly included. 

But as our investigation deals with mercantile instruments 
of credit, we are not directly concerned with examples of such 
paper which have been variously employed by the Colonies, the 
individual states or the Nation. Just one other phase of credit 
has been excluded; it deals with the financing of corporate en- 
terprises which finds expression in stocks and bonds. This 
division has been omitted because it has been admirably handled 
by Meade and others. 

The ordinary sources of information will be referred to 
specifically as the occasion demands.* Much of the information 
incorporated in this treatise was obtained by personal interview, 
or as a result of correspondence, so an unusual difficulty in the 
matter of giving just credit to those who so kindly gave the 
benefits of their practical experience confronts the writer. The 
answers to the circulars and correspondence were obtained, in 
most instances, on the promise that the information would be 
treated as confidential Many of the gentlemen interviewed 
exacted specific promises that the information they gave must 
not be attributed to them. Thus it is, that the pleasure of here 
thanking those who to a great extent made this writing possible, is 
denied us. 

*For the sake of continuity most foot notes and specific sources of information have been 


omitted. Readers interested in authorities concerning particular sections should communicate 
with the author in care of the Journal. 
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It is with pleasure that special thanks are herewith tendered 
to a number of men who have placed the writer under great 
obligations. Mr. A. B. Treat, General Agent of the American 
Credit-Indemnity Company of New York; Mr. Charles E. Meek, 
Secretary-Treasurer of the National Association of Credit Men; 
Mr. Edward B. Levy, General Counsel of the Credit Clearing 
House; and Mr. J. B. Summerfield, 71 Wall Street, have greatly 
helped the writer in those special divisions of the field in 
which they are recognized experts. Mr. James G. Cannon, 
President of the Fourth National Bank, New York, has placed 
at the writer’s disposal a full set of his addresses, and has also 
supplied much of the bank credit data contained in this treatise. 
Joseph Kahn, Ph.D., LL.B., Instructor in New York University, 
has kindly permitted the writer to make use of his valuable 
manuscript notes, and has also freely rendered his aid in matters 
connected with the legal side of this paper. 

It is with pleasure, too, that acknowledgment is made of 
the valuable aid and kindly criticism of Professor Joseph French 
Johnson. It was he who suggested the subject to the writer; 
and at all stages during its production he was freely appealed 
to. For much of the material, as well, sincere thanks are due, 
and are herewith extended to Dean Johnson. 


I 
THE ORIGIN OF INSTRUMENTS OF CREDIT 


Modern historians are wont to criticise the chroniclers of other 
ages for recording the events of war rather than those of peace. 
It is true, indeed, that the credit phase of ancient commerce 
has been all but lost to us. Were it not for the casual refer- 
ences found in decisions of various courts, and the researches 
of such writers as Pothier, Montesquieu, Macleod, Nys and a 
few others, the birth of credit instruments would be a closed 
book to us. As it is, we cannot place even the approximate 
date of their first coming into use nor positively name the 
country or people who originated them. Though we regret 
this inability of ours, we must not lose sight of the fact that 
such neglect is easily accounted for in the indifference with which 
any slow growth or evolution, such as must have been the case 
with these instruments, is viewed by society. 
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Chitty, in his “ Treatise on Bills of Exchange” refers to the 
fact that Cicero (about 50 B.C.) in one of his orations, alluded 
to the collection of money by means of a “ written order.” 
Pothier, in “ Traites de Droit Civil,” regards this order, not as 
a true bill, but as a “ mandate.” He tells us, further, that there 
is not a trace among the Romans of any use of bills of exchange. 
To prove his contention, he cites a Roman law which requires 
that the lender send his slave to the merchant returning from 
sea in order to effect collection. He seems justified in his argu- 
ment that were bills of exchange in use, the sending of the 
slave would be quite unnecessary. 

The “ Economic Researches” of Nys takes us farther back 
when it quotes Francois Lenormant, who described several 
Assyrian inscriptions of the ninth to the seventh centuries B.C., 
among them “an order drawn in one place for payment in 
another.” Brown’s “ History of Accounting” also refers to 
these early Assyrian clays, while reference is also found to bills 
drawn by generals in Sicily on the Athenian treasury. 

Regarding the exact nature and forms of these early in- 
struments we cannot be positive. It is reasonably certain that 
with the development of commerce, and at a very early period 
in the history of civilization, the advantages of a money economy 
became apparent. Some time thereafter—just when we cannot 
say—the use of instruments for the transfer of funds from 
place to place arose. These early bills, if such we may call 
them, were not, however, true instruments of credit. 

It had become fashionable for the English jurists to quote 
Montesquieu as authority for the statement that the Jews had 
originated bills of exchange. He tells us that: 


It is known that under Philip Augustus, and Philip the Long, the Jews 
who were chased from France, took refuge in Lombardy, and that they 
gave to foreign merchants and travellers secret letters drawn upon those 
to whom they had entrusted their effects in France, which were accepted. 


He adds that they: 

invented letters of exchange; commerce by this means became capable of 
eluding violence—the richest merchants having none but invisible effects, 
which they could convey imperceptibly wherever they pleased. 

It was left for Macleod, in the English speaking world, to 
make a scientific investigation of the origin of these instruments 
of credit. His researches are accessible in “ The History of 
Banking.” Though his pedantic style repulses, we must recog- 
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nize the value of his contribution. He ascribes the origin of 
the whole system of credit, banking and bills of exchange to 
the Romans, alluding to the Justinian Digest, the Pandects, 
wherein the laws relating to credit were codified. Collections 
of debts were facilitated by a law which compelled the Roman 
citizen to record his borrowing or lending in a sort of family 
ledger. Roman conquests made the use of bills of exchange im- 
perative, and to prove that they were so used he quotes from 
Cicero and a number of other Roman writers. These bills of 
exchange, as well as the checks which Roman citizens drew on 
their bankers were orders rather than credit devices. 

It is to the Greeks that he attributes the invention of the 
“Note of hand,” the Cheirographum which was employed as 2 
written evidence of debt. These papers were not originally 
negotiable, but as the use of the family ledgers declined, more 
reliance came to be placed upon the notes of hand, they were con- 
sequently more frequently employed, and by the time of Justinian, 
to judge from the laws found in the Pandects, the fundamental 
principles of the bill of exchange and the promissory note had 
been fully developed. 

Macleod further quotes Plutarch to show that a system 
somewhat analogous to our own discount banking prevailed in 
the Athenian market place. These Greek bankers he refers to 
as the trapezitae.* Originally money changers, they became 
money lenders as well. The funds which they lent out were 
received by them as interest deposits. The borrower was ex- 
pected to give his Cheirographum (note of hand), and sometimes 
his bond, as well, as security. The evidence of Demosthenes on 
this point, is that: 

It is the practice of all our trapezitae, if any private person places his 
money with them which he desires to be paid to anyone else, first of all 
to write down the name of the depositor and the amount of money, then 
to write beside it—‘‘ This must be paid to such a one”: but if they do 
not know him they also write beside it the name of the person who can 
identify him. 

It is believed that we may safely conclude that the use of the 
modern check, fundamental in our banking practice, was unknown 
to the Greeks. Their orders seem more analogous to our own 
letters of credit. 


* Also, Kent's Amer. Com: 22. One of Isocrates’ pleadings shows that Athens knew the 
device of using bills of exchange for remittances on account of safety from pirates. 
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Though we wish to hasten on, we must still linger with 
Macleod. He has also succeeded in clearing up the problem of 
negotiability. The law of Scotland requires no such words as 
“pay to bearer,” or “to the order of,” in order to make a bill 
of exchange negotiable. Such bills are regarded as having 
negotiability inherent in them. This curious fact, from the Eng- 
lish point of view, is explained when we recall that the common 
law of Scotland is that of the Romans of the Pandects and the 
Basilica; the common law of England is that of Gaius. Thus, 
Scottish law and continental law are based on the same periods 
of Roman Jurisprudence. According to the legal reasoning of 
the time, the bill was negotiable because that was its function, 
its very purpose. There was no ground for debate upon this 
point at all. It is quite otherwise in England, but the various 
changes in her laws relating to negotiable paper will be treated 
of in the next section. 

It is felt that a word of explanation is necessary to account 
for the free use made of Macleod in this section. Such legal 
authorities on bills and promissory notes as Story, Parsons, Chitty, 
Tiedman, Edward, Kyd, Kent and others were used, but they 
all seemed to lack that thoroughness and originality which marked 
the work of the Scotch economist. Moreover, when these legal 
writers did not quote each other as authorities, they almost in- 
variably mentioned Montesquieu, who, as was well said by Flint 
in the “ History of the Philosophy of History,” made shrewd 
guesses at many things that his versatile mind touched upon, 
rather than perform the exacting research work that is desirable 
in the field of knowledge. 

Nys’s “ Researches” show that the first known documents 
date from the 12th century. Such various forms are found as 


the bill payable to order, the promissory note, the ordinary bill drawn 
in the money of the country where payable, and the bill payable in an- 
other country at the rate current when due; the bill payable at a place 
specified, or where cargo was discharged; the bill to mature at a date 
fixed or after sight. 


The early employment of these various papers is shown to have 
prevailed among the merchants of the Mediterranean; probably 
originating with the Florentines. 

Quoting Biener, he states that “In 1157 mention occurs at 
Genoa of a transaction resulting in a promise to pay in Tunis.” 
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There exists a bill of exchange, bearing the date 1200, according 
to which a promise was made at Messina to pay one month after 
the arrival of the borrower’s vessel in Marseilles or some other 
provincial port, an amount received on loan. Tiedman, Cun- 
ningham, and others, agree with these views, though on the basis 
of other sources of information. 

By the middle of the 13th century, according to Nys, the bill 
of exchange, to judge from its frequent mention, had become a 
common document. At this time, however, it was customary— 
and probably, necessary—to certify it before a notary. By the 
end of the 14th century, the modern form of the bill of exchange 
was drawn only by money changers and bankers who had 
branches or agents. Toward the end of the Middle Ages, it 
had assumed a “ quasi universal nature,” when special legislation, 
tending to restrict its ease of circulation, began to appear. 

The conclusion is safe that the notion connected with the 
transfer of funds by means of paper instruments dates back to 
many centuries before the Christian era. The economy of trans- 
portation and the decreased chances of loss due to robbery on 
land and piracy at sea, had undoubtedly much to do with the 
birth of the ideas connected with the use of ancient bills by the 
mercantile class; the needs of conquering armies at great dis- 
tance from the base of supplies, may reasonably be taken as the 
source which gave birth to the use of such paper as a means of 
requesting the transmission of funds. With the growth of com- 
merce came the extended use of these and other forms of credit 
instruments, as practised by the Greeks and the Romans. It was 
left to enterprising traders of the Italian cities to develop the 
modern forms of these instruments of credit. 

The succeeding section of this thesis will deal with the de- 
velopment of bills and notes in England, in her American Colony, 
and finally in the United States. 


II 
LEGAL DEVELOPMENT—ENGLAND AND THE UNITED STATES 


It will now be necessary to consider the development of in- 
struments of credit as illustrated by the law. The history of 
civilization reveals that the customs of merchants sooner or later 
became the law of merchants. Whenever the decisions of the 
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courts had run counter to the prevailing customs of the time and 
place, statutes had been enacted to modify or change the common 
law. A beautiful illustration of this tendency will be found in 3 
& 4 Anne, to which reference will be made shortly. Hence, it 
may be said, that codified law is simply custom crystallized. It 
is for this reason that we are to trace our subject through its 
legal channels, for in no other way, so far as the researches of the 
writer are concerned, can an adequate idea be obtained of the 
various changes and modifications which have attended the forms 
and uses of the paper we are investigating. 

It will be recalled that England was abandoned by the Romans 
about the beginning of the fifth century. The text book on law 
then in use throughout the Empire was that of the illustrious 
Gaius. It was then, and continued to be, the common law of 
England for centuries. England did not again come under the 
influence of the Romans; so she did not have occasion to modify 
her views on legal matters due to the work of Justinian (6th 
century), and to that under the Bascilian dynasty (10th century), 
which had, in the main, adopted and promulgated the doctrines 
of the Pandects in the Reformed Code. So, while Europe had as 
the basis of its mercantile law for 1300 years the views of Jus- 
tinian, the common law of England continued to be that of Gaius. 

Not until the 14th century did England begin to have any 
extensive foreign relations, due in a measure, of course, to the 
aeed of disposing of her manufactures which began about that 
time. Her commerce then began to include trading with the Han- 
seatic cities, and with other commercial centers. As early as 1327 
records are found showing the repayment by the Knights Hos- 
pitallers to the Bardi of a loan. From our knowledge of the cus- 
toms of the Italian bankers, we are justified in assuming that the 
Society of the Bardi had received some sort of a bill from the 
Hospitallers at the time the loan had been made. Even earlier, 
about 1231, Henry III had refused to permit the funds which 
had been acquired by the sale of goods gathered as the Pope’s 
tithes, to be remitted to Italy in metal. It was thus necessary for 
the Pope to draw bills against his English funds, which were 
satisfied by the export of wool. 

But though we know that bills of some kind were used in 
England in the early part of the 13th century, we have no 
decisions in cases involving commercial paper until the latter part 
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of the 17th century. This omission should not prejudice us 
against the belief that bills did exist, for we must recall that the 
early courts dealing with the law merchant were very informal, 
and did not keep records at first. 

The middle of the 17th century marks the great advance stride 
of England as a manufacturing and a commercial nation. 
Throughout the 15th and 16th centuries steady progress had been 
made, but the movement did not reach its full fruit until the 
doctrine of the so-called Mercantilistic School had won the day. 
A fair summary of the beliefs held by this economic school, for 
the purposes of this paper, would include reference to the fact 
that the government was justified in interfering with commerce 
and trade to the end that there should always be a favorable 
“balance of trade.” In order to attain this end, manufacturing 
should be encouraged, and high import duties should be imposed, 
especially on competing foreign manufactures. Due to the rela- 
tions with foreigners fostered by the commercial activity just 
reviewed, we find actions upon bills and notes occupying con- 
siderable attention of jurists commencing with the 17th cen- 
tury. The courts appear unanimous in their desires to put no 
impediment in the way of bills, as they were instrumental in pro- 
moting trade and commerce because of the increased safety due 
to paper remittances, and primarily because they hindered the 
export of gold from the realm. But the only bills that seem to 
have been employed were foreign ones, that is, foreign bills of 
exchange, not inland bills. 


OnLy ForeIGN BILLS oF EXCHANGE ARE NEGOTIABLE 


Chief Justice Holt (6 Mod. Rep., 29), in 1704, rendered a 
decision which is often referred to as irreconcilable with his uni- 
formly brilliant legal reasoning. The case was that of Buller v. 
Crips. It was brought by the endorsee (Buller) against the 
maker (Crips). The note was of the form “I promise to pay 
John Smith, or order, the sum of one hundred pounds, on account 
of wine had from him.” According to the Chief Justice, notes 
such as these originated with the goldsmiths of Lombard Street 
in an endeavor to have mere evidences of debt obtain the privileges 
of what the law terms a “ specialty.” In other words, he ruled 
that only foreign bills of exchange were negotiable, i.e., that only 
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on foreign bills of exchange did a holder from the payee or a 
subsequent endorser acquire such title as to enable him to bring 
an action against the maker. Holders of inland bills of exchange, 
and of simple promissory notes, which at that time were not 
differentiated from each other, must prove title, debt, etc., all of 
which was presumed in case of the holder in due course of a 
foreign bill of exchange. 

The decision is remarkable in view of the fact that, as Judge 
Holt himself recites, promissory notes had been “ declared upon ” 
as bills of exchange for at least thirty years before. It is true 
that until about the 16th century, English law gave the crown 
the monopoly of negotiation, so as to secure for the realm the 
free circulation of its notes (paper money). These restrictions 
were, however, decreased, so that the Chief Justice was able to 
remark (in 1704) that “I remember when actions upon inland 
bills of exchange did first begin.” The inland bills referred to, 
as also foreign ones and promissory notes, were at first sealed 
instruments, thus giving them the characteristics of specialties, 
but later it became a matter of indifference whether they were 
sealed or simply signed. In this connection, too, it may be well 
to add, that prior to the time when the papers in question became 
absolutely negotiable, it was necessary to employ a notary in 
order to transfer them. 


Promissory Notes AND ALL Bitts DECLARED N&GOTIABLE 


Though Justice Holt succeeded in persuading his colleagues 
to agree with him in the doctrines enunciated in Buller v. Crips, 
Parliament, in the very same year (1704), enacted the statute 
known as 3 & 4 Anne, Cap. IX., Sects. 1-3, to go into effect 
the next year. Following a preamble that deals with the de- 
cision which has just engaged our attention, it provides, in 
order 
to encourage trade and commerce, which will be much advanced if such 


notes (promissory notes) shall have the same effect as inland bills of 
exchange, and shall be negotiated in like manner, be it enacted 


that the said promissory notes shall have all the legal charac- 
teristics of inland bills of exchange. The distinction between 
inland and foreign bills is, essentially, that a foreign one must 
be protested upon dishonor in order to hold the endorsers and 
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drawer, while an action upon an inland bill may be commenced 
without the formalities of notarial protest. In the case of the 
foreign bill, the notary’s statement is prima facie evidence of 
dishonor. 


INNOCENT HOLDER AND BEARER INSTRUMENTS 


We have next to consider two cases which tended to increase 
the negotiability of bills of exchange. The first is that of 
Miller v. Race (1 Burrow, 452), under date of Jan. 31, 1758, 
the decision of the court being delivered by Lord Mansfield. It 
was an action brought to collect on a bank note which, though 
acquired in “due course and for value by an innocent holder, 
had been dishonestly obtained from its rightful owner.” Lord 
Mansfield ruled that after a cash note had passed into currency, 
the innocent holder could collect it. His decision was not based 
upon the fact that it, like, say, bank notes, had no “ ear-mark,” 
but that when such a bill had once passed into currency, “ after 
it had been paid away fairly and honestly upon a valuable and 
bona fide consideration,” it had passed beyond the scope of its 
original owner. 

The other case which made bills increasingly negotiable, was 
Grant v. Vaughan (3 Burrow, 1516), tried July 4 and 5, 1764. 
The action was on a note made payable to “ Ship ‘Fortune,’ or 
bearer.” It was held that on the strength of 3 & 4 Anne 
“ BEARER ” notes were absolutely negotiable. 


ACCEPTANCE 


The steps in the development of another item connected 
with bills must now receive our attention. The subject is the 
doctrine of ACCEPTANCE, and it is undoubtedly the most diffi- 
cult sub-division of the legal phase of the subject under review. 
At the present time, acceptance is the term applied to a bill 
which has been accepted. Accepting consists of writing across 
the face (usually) of the bill, by the drawee, of the word 
“Accepted,” together with his name, and sometimes the date 
and the place of payment. Such accepting signifies that the 
acceptor (who until then had been the drawee) agrees to do as 
requested by the drawer of the bill. 

There appeared to be no question (immediately after the 
enactment of 3 & 4 Anne) regarding the necessity of having 
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the acceptance of the inland bill on the bill itself. But in Sproat 
v. Matthews (T. R.: 185), Justice Willes said: 


The court has not of late been very nice with regard to what shall be 
construed to be an acceptance. For though formerly it was held neces- 
sary that an acceptance should be in writing, yet of late years a parol 
acceptance has been deemed sufficient. And, indeed, at present almost 
anything amounts to an acceptance. 


Thus, in 1734, the Chief Justice ruled that a parol acceptance 

on a bill of exchange was sufficient— 
that being good at common law, and the statute 3 & 4 Anne, c.9, which 
requires it to be in writing in order to charge the drawer with damages 
and costs, having a proviso that it shall not extend to discharge any 
remedy that any person may have against the acceptor. (Lumley v. 
Palmer, 2 Strange: 1000.) 
Three years later, Lord Hardwicke rules that an acceptance, not 
on the bill itself, but contained in a separate letter was a good 
acceptance. The Lord Chancellor refers to similar decisions, 
and argues that inasmuch as a parol acceptance had been held 
good, “ much more then must an acceptance by letter be good.” 
(Powell v. Monnier, 1 Atkyns: 611.) 

But that the rather anomalous position taken by the courts 
regarding the requirements of formal acceptance was not al- 
together favorably regarded is clearly evident. Lord Kenyon, 
C. J., in Johnson v. Collings, ruled that a promise to accept a 
non-existing bill was void. Said the learned Judge: 

It is much to be lamented that anything has been deemed to be an accept- 
ance of a bill of exchange besides an express acceptance in writing. 

Due to the confusion which resulted from the various in- 
terpretations of the Queen Anne statute, another was passed in 
1821, Stat. 1 & 2, Geo. IV., c. 78, sect. 2. Its purpose was to 
restore the original meaning of the 1704 statute, and for this 
purpose it provided that no acceptance of an inland bill of ex- 
change shall be sufficient to charge any person, unless such 
acceptance be in writing on such bill. 

Subsequently, in 1856, 19 & 20 Victoria c. 57, sec. 6, enacted 
the terms of the George statute just cited, but made the law 
applicable to inland and foreign bills of exchange, providing 
that the acceptance be “ signed by the acceptor or some person 
duly authorized by him.” The final statute was passed in 1878, 
for the purpose of better construing the law of twenty-two years 
earlier. Section one of this, the 41 & 42 Vict. c. 13, provides 
that 
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An acceptance of a bill of exchange is not and shall not be deemed to 
be insufficient under the provisions of the said statutes (19 & 20 Vict.) 
by reason only that such acceptance consists merely of the signature of 
the drawee on such bill. 

The Colonies, of course, followed the laws of England. 
After 1776, and, indeed, to the present day, English decisions 
are quoted by our own courts. So we are not surprised to 
find the American doctrines regarding acceptance in as un- 
satisfactory a state as those just considered. Chitty on Bills, 
page 127, states that the mere word “ Accepted” on a bill, 
unsigned, is sufficient to hold the drawee. In Mason v. Rumsey, 
tried June, 1808, it is stated that this doctrine regarding accept- 
ance is “well known among merchants.” Just as in England, 
a parol acceptance of an inland bill of exchange, a draft, was 
held good in the Supreme Court of Pennsylvania as late as 1864. 
A similar decision was handed down by the Supreme Court of 
Judicature, Massachusetts, in 1867. This case involved a for- 
eign bill of exchange, in that it was drawn in St. Louis (against 
cotton) on the defendants in Boston. Finally, Ames cites 
numerous cases showing that an oral promise to accept a bill 
already drawn is valid. 


VIRTUAL ACCEPTANCE 


The doctrine of “ Virtual Acceptance,” peculiar to the 
United States, at least by this term, will now be discussed. 
Chief Justice Marshall handed down the decision in the case 
of Collidge v. Payson, Feb. 2, 1817. (2 Wheaton: 66) He 
ruled that: 


a letter written within a reasonable time before, on or after the date 
of a bill of exchange, describing it in terms not to be mistaken, and 
promising to accept it, is, if shown to the person who afterwards takes 
the bill on the credit of the letter, a virtual acceptance binding the person 
who makes the promise. 

So far as the writer has been able to ascertain; this decision of 
the United States Supreme Court has never been overruled or 


changed in its application. 


“THe NEGOTIABLE INSTRUMENTS” LAW 


The laws of New York regarding acceptance, and in fact 
with reference to all negotiable paper, is the same as that of 
about seven-eighths of the states and territories in the United 
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States. They are collected together under what lawyers know 
as “ The Negotiable Instruments Law,” which has been accepted 
as the law of those states whose legislatures agreed to the codi- 
fication of the law as it had been adopted by the state of New 
York. 

Promissory NOTES 


Theoretically, promissory notes being simpler instruments 
than bills of exchange, should have made their appearance 
earlier. As we have pointed out in the section on the Origin of 
Bills, notes were known to the Greeks and the Romans. A 
number of legal authorities state that notes first came into 
use with 3 & 4 Anne. This is wrong, of course, as Holt 
acknowledged that they were used as early as 1670. They were 
undoubtedly employed in England as early as the middle of 
the seventeenth century. 

Judge Bosworth, in the case of Arnold v. The Rock River 
Valley Union R. R. (5 Duer: 207), very succinctly stated the 
present requirements of a promissory note. He said: 


it must be payable at all events, not dependent on any contingency, nor 
payable out of a particular fund; and that it must be for the payment 
of money only, and not for the performance of any other thing, or in 
the alternative. 

It is hardly necessary to state that the instrument must be in 
writing. That this conclusion was arrived at by slow steps 


will be shown immediately. 


I. O. U.’s 


As early as 1784, in King v. Ellor, it was decided by the 
Court, that a mere request to pay was not sufficient. (1 Leach, 
Crown Law: 323.) An I.0.U. was declared upon by Chief 
Justice Eyre (1 Espinasse: 426), as being a mere acknowledg- 
ment of debt, and not a promissory note. This doctrine has been 
affirmed in American decisions, but one reading “ Due John 
Allen ninety-four dollars, on demand” was held by Justice 
Smith (Conn. Court of Errors, 1812), to be a negotiable prom- 
issory note. This doctrine had been enunciated almost a 
century earlier (1727), in Casborne v. Dutton, where the note 
read; “I do acknowledge myself to be indebted to A. in £ , to 
be paid on demand, for value received.” (Selwyn’s Nisi Prius, 


13th ed. ; 3209.) 
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CONDITIONAL NOTES 


Conditional notes were declared non-negotiable instruments 
from 1714 on. In Smith v. Boheme, the note was ruled against 
because it contained besides the customary order, “or render 
etc.” ; while in Josselyn v. Lacier, 1715, it was held faulty because 
to be paid “ out of the growing substance.” 

Bayley, Bills (6 Ed.), p. 11, 1eports the case of Rex v. Wil- 
cox, in which it was held that a note promising to “ pay the 
bearer on demand one guinea in cash or Bank of England notes ” 
was not a negotiable instrument, because not payable in money 
only. (1808.)* Many English and American decisions confirmed 
the point raised here, in each case the point at issue being, whether 
the money specified in the note or bill was of general currency and 
acceptance. 

Cases somewhat analogous to those considered in the previous 
paragraph, arise when the note contains a promise to pay money, 
and contains an independent promise or order to do something 
else besides. An action under the Law Merchant occurred in 1748, 
wherein it was held that to “ deliver up horses and a wharf, and 
pay money” was not a note within the statute. (2 Strange: 
1271.) Until about 1870, the rule enunciated in this case was 
adhered to in English and American cases. 


COLLATERAL NOTES 


We now come to an apparent break in the uniformity of the 
decisions, and one which is of especial interest to the subject 
matter under investigation. It deals with the matter of collateral 
security notes. By 1836, in the case of Wise v. Charlton (4 Adol- 
phus and Ellis: 786), one of the associate judges argued with 
respect to the statement appearing on an otherwise valid note, 
that: 


I have deposited in his (payee’s) hands, title-deeds to lands purchased 
from the devicees of William Toplis, as a collateral security for the 
same. 


“ This is an absolute promissory note, and there are no qualifica- 
tions.” His colleagues finally agreed with him, though it is difficult 
to understand the hesitancy in view of the fact that this point of 
view had been adopted three years earlier. (gQ Queens Bench: 


* Bank of England notes were not regarded as ‘‘ money "’ at that time. 
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312.) It was definitely affirmed as the law in this country by the 
decision in Zimmerman & Herdic, Endorsers, v. Anderson, in the 
Supreme Court, Pennsylvania, 1871. 

It is now necessary to recur to a case cited in another connec- 
tion. We refer to that of Arnold v. Rock River R. R. Co., Etc., 
New York, 1856. Here it was held that a collateral bond given as 
security for a debt evidenced in the form of a promissory note 
did not impair the negotiability of the note itself. Though the 
collateral did not pass with the note (it had to be separately 
assigned), the note could be passed by endorsement. (5 Duer: 
207.) Judge Patterson, in delivering the decision, took occasion 
to say that “instruments like the present are of common use.” 
Here we might cite the case of Hodges v. Schuler, heard by the 
Court of Appeals, 1860, in which it was held that convertible 
short term notes are good promissory notes. They were looked 
upon as promises to pay money absolutely, with the option resid- 
ing in the holder to convert them before maturity for stock. (22 
N. Y. Reports: 114.) 


MISCELLANEOUS NOTES 


The Pennsylvania case referred to above approves of the 
English decision in Carlon v. Kennealy. (12 Meeson & Welsby: 
139.) This was a case involving an installment note, commonly 
known as a “ partial payment note’”’ in the United States. The 
judges in agreeing to call this a good note, refer to the fact that 
it is common practice to make such instruments. 

Judgment notes were declared to be not good in the state of 
Pennsylvania, by the case of Overton v. Tyler, 1846. (3 Barr: 
346.) It was held that to permit a memorandum to control a 
note “ would embarrass it in its course.” But in 1871, in the same 
court of Pennsylvania, such notes were held to be perfectly good 
(5 Duer: 207), and the reasoning is quite analogous to that which 
in the earlier case resulted in a ruling against the same sort of 
instrument. From the discussion found in the case, it is evident 
that usage had sanctioned this form of paper, and that mercantile 
opinion had now reached such a stage as to permit the judgment 
clause to be regarded as “ merely directory and collateral.” On 
page 125 of Cleveland’s ‘“‘ Funds and their Uses,” two examples 
of such notes are shown. 

We have now covered the essential points in the development 
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of the doctrines effecting promissory notes and bills of exchange. 
Some ambiguity that may have crept in is due to the fact that 
the early terminology did not distinguish between a note and a 
bill, so that it ofttimes is very difficult to decide whether a discus- 
sion refers to the one or the other. This ambiguity will again be 
referred to when we consider the subject as revealed in Colonial 
and early United States practices. Though the entire law has by 
no means been traversed, such instruments as checks, bills of 
lading, etc., will be deferred for subsequent treatment, for suffi- 
cient insight has been obtained to warrant us in now asking atten- 
tion to the commercial view as presented in the succeeding 
sections. 


Ill 
THE COLONIAL PERIOD 
Credit and Credit Instruments 


The development of credit instruments in the Colonies will 
be presented as briefly as possible. If it appears that undue 
space has been allotted to it, it should be remembered that this 
is, so far as the writer is aware, the first attempt to treat of 
the subject, so that curtailment is hardly permissible. Moreover, 
to properly understand the later development of the story, it is 
quite essential that the beginnings be not slighted. 

When we recall that the total population of the Thirteen 
Colonies at the time of the Revolutionary War was about two 
million whites, or that it was not until 1721 that the 500,000 
mark was reached, we are somewhat surprised to find quite so 
much material bearing upon the subject matter of this essay. 
For future reference it is well to note that by 1640 there were 
only 25,000 whites in British North America, of whom sixty 
per cent were in New England and most of the rest in Virginia. 
According to Prof. Bogart, in 1660 Virginia and Maryland con- 
tained one-half of the entire population amounting to 80,000. 
From then on the middle Colonies began to increase in impor- 
tance, so that thirty years later they contained ahout one-fifth of 
the aggregate of 200,000 white souls. 

The figures just presented will speak for themselves as suf- 
ficient reason for the lack of information previously compiled 
regarding the use of the highly developed instruments of credit 
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with which the countries of Eurcpe showed themselves so aptly 
familiar during earlier and contemporaneous periods. The prin- 
cipal reason for the absolute, not relative, scarcity of information 
is found in the fact that reports of Colonial trials were not made 
as they are made at the present time, so that a most potent source 
of knowledge, available for English and Continental customs of 
merchants of that period, and of our own merchants since the 
latter part of the eighteenth century, is closed to the investigator. 

But it would be a mistake to infer that nothing in the way 
of written matter covering this period of the country’s history 
was produced. Much material is extant covering the political 
history of the Colonies; their religious, political and social views, 
which is especially true of New England; and, commencing at 
a somewhat later period we have much material regarding the 
finances of the Colonies. So far as this investigation has gone, 
it has shown that the greatest scarcity prevails with reference to 
the exact manner in which the Colonists settled their obligations 
with one another and with the mother countries. The few ex- 
ceptions to these general remarks will be noted in detail subse- 
quently. 

Before presenting the material gathered regarding this period 
in the country’s development, it is well to recall another reason 
for not expecting very extended references to credit or credit in- 
struments among the colonial records. It will be recalled that 
the first of the Navigation Acts enacted by Cromwell in 1651 was 
directed against the Dutch who had become the carriers of the 
world’s commerce. It was not until 1660 that subsequent acts 
tending to monopolize the commerce of the American Colonies 
were passed. The 18th chapter of this act enumerates those 
commodities which are affected. This list, later enlarged, be- 
came known as the Enumerated Commodities. An analysis of 
the restrictions to be found in the Navigation Acts shows clearly 
that the object of the crown was to force the American Colonies 
to be the feeders of England, so that while England was to 
become a great trading (and manufacturing) nation, the Colo- 
nists were to develop as agriculturists. England succeeded in 
her endeavors tolerably well, though not entirely, so that the 
Colonists, whose commerce is just being considered, were a series 
of agricultural rather than trading or manufacturing communi- 
ties. Thus it is that we now realize that from such a non- 
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trading people, we are not to expect very many contributions to 
the subject under review. 

As one seeks to collect material bearing upon the subject 
matter of the present investigation, it is soon found, as already 
noted, that an avenue of information available for research in 
contemporaneous England and the Continent, as well as in mod- 
ern America, is absolutely closed. Reports of law cases which 
afford a true insight into many details of mercantile procedure 
cannot be consulted for the period under review, as no cases 
tried by the early Colonial courts have been kept. To be more 
exact, the records of only a few cases have been handed down. 
John William Wallace, in “The Reporter,’ summarizes the 
reports existing for all the various legal tribunals. Practically, 
there are no reports for this period. A reprint of “ Reports of 
Cases Argued and Adjudged in the Court of Appeals of Mary- 
land from the First Harris & McHenry Reports to the First 
Maryland” is the earliest volume extant. It contains meager 
notes of a few cases tried between 1658 and 1799. Among these 
there occurs one dealing with the admission of parol evidence 
in an action involving a promissory note, and another dealing 
with the protest on a bill of exchange which was one in a set of 
three. Pennsylvania, Virginia and Massachusetts appear to be 
the only states (Colonies) of which reports have been kept 
dating back to a period prior to the Revolutionary War. 


THE SouTH 


Grahame, in his “ History,” tells us that until 1722 cases in 
North Carolina were tried in private houses, for there was no 
court house until then. “ Debts and rents,” he says, “ were gen- 
erally made payable in hides, tallow, furs or other products.” 
What he fails to tell us is how these debts were evidenced, if 
at all. In 1661, “to provide a remedy for scarcity of money,” 
a mint was established in Maryland. But debts were still paya- 
ble in kind. This, and other material that we shall allude to 
later, clearly points out that much barter was still resorted to. 
People who have not yet been accustomed to transfer money 
freely in exchange for commodities are scarcely to be expected 
to issue or negotiate notes and bills very generally. 

On account of the scarcity of money so often referred to 
by writers, commodities had to be employed as substitutes for 
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money as standards of value. About 1670 Virginia accounts 
were kept and paid in tobacco. Foreign moneys were ruled on 
as legal, “ except as to payment of proprietory’s rents and pro- 
tested bills of exchange.” Chalmers, “ Political Annals,’ quotes 
an Act of the Virginia Assembly dated April, 1684, showing 
“that debts contracted in Maryland and Carolina shall be recov- 
erable in Virginia by the same lawful means as if contracted 
here, notwithstanding any law to the contrary.” It is important 
to note this enactment, for it is an evident endeavor on the part 
of Virginia to elevate the general credit of that Colony. 

An inspection of the two volumes by Conway Robinson, the 
“ Abstract of the Proceedings of the Virginia Company of Lon- 
don,” 1619-1624, reveals in much detail the workings of this 
organization which had been granted a monopoly of trade with 
the plantation. It fails, however, so far as these researches 
went, to throw any positive light upon this investigation. Were 
we permitted to draw an inference from a negative, we should 
say that all of the trading between this Company and the Colony 
was on a cash basis, with exchanges most often made in 
kind. 

Virginia was, by far, the most important of the Southern 
Colonies, and we shall give attention to her now. As early as 
1620 an attempt was made to manufacture iron here. Though 
the Virginia Company had a crown monopoly to trade with the 
Colonists of this Plantation, just as other companies had simi- 
larly exclusive patents for other territory, independent traders 
were very welcome by the people. Whether it was due to natu- 
ral antagonism to any monopoly, or because the officers of the 
Company were overbearing or tyrannical, or whether the visiting 
captains of the independent sailors brought news from home— 
and sometimes letters too—is not clear, but it is a fact that the 
competing captain-traders received a hearty welcome. 

According to Basset, these traders bartered the foreign goods 
which they brought over for the tobacco of the planters. A 
number of these captains subsequently settled amongst the Colo- 
nists. By 1683 they had become factors, for which function 
they were admirably fitted because they had had personal dealings 
with the merchants of England and with the settlers at home 
along the very same lines in which they were now prepared to 
act as intermediaries. Among these merchant-factors, for they 
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dealt on their own account as well as for others, was William 
Fitzhugh. 

William Fitzhugh was a lawyer, planter and merchant. We 
are indebted to him in larger measure than words can 
express, for if it were not for his letters, much of that which 
is known of the early history of the Colonies would have 
been lost forever. These letters, which are copies of his cor- 
respondence, are reproduced in the Virginia Magazine of His- 
tory and Biography. The originals are in the Harvard Uni- 
versity Library. We cannot do better than to quote from the 
letters themselves. 

One addressed to Capt. Fra* Partes, at &c, dated June 11, 
1680, reads: “‘ I have drawn Bills of Exchange on you for £7, 13, 
4, payable to Mr. William Law, Merchant; if those bills come to 
your hands please to give them due acceptance, for I had rather 
part of my P'ticulars that I sent for you were left alone than 
the Discredit of the Protest of those Bills, which by no means 
let be protested.” 

Another letter, to the same person, and under the same date, 
mentions two bills drawn like the one contained in the first letter 
shown, for £120 and £3, respectively. On Dec. 4, 1680, he 
regrets that he cannot ship more tobacco because “ crops are so 
small and debts come in so badly.” Mention is also made of the 
drawing of a bill of exchange. 

A letter of March 30, 1681, to Mr. Stephen Watts, is of more 
than ordinary interest in that it throws light upon a practice of 
the time. In this he draws a bill on Watts for more than the 
probable credit to result from the sale of tobacco which had been 
shipped. Very naively, he suggests “that as you are such a 
stranger to me,” he does not like to ask for an overacceptance 
just yet, so he asks him to accept all that he can and let only the 
balance go to protest. 

In reference to these practices, Bruce’s “ Economic History 
of Virginia” states that it was customary for the planter “ to 
draw on the consignee at time of shipment,” the bill accompany- 
ing the shipment. The consignor would order the return of the 
amount realized on the bill, not in sterling, but “in specified 
goods.” If the bill was too large, “an abatement was made in 
the order, or the deficiency was covered by a second shipment of 
tobacco.” The planter would frequently draw on one English 
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merchant who owed him in favor of another English merchant 
who was a creditor of his. In dealing with the Northern Prov- 
inces, instead of sending up wheat or tobacco, he would fre- 
quently negotiate a bill “on England or the West Indies,” which 
he had taken himself. 

Before drawing certain other conclusions regarding the 
credit operations of Virginian planters, it will be well to refer 
to some other of the Fitzhugh letters. On May 31, 1681, he 
asks one merchant in London to act for him to the extent that 
he draw a bill of exchange on some other London merchant to 
effect a collection for a cargo previously shipped. In return for 
some legal services rendered on behalf of a Mr. John Burrage, 
he drew bills of exchange for £7 sterling, though he might have 
claimed the fee in tobacco. A letter to the famous Major Robert 
Beverly requests duplicates of two bills: “ Mr. Brent and I took 
of you for £20, 5, 0” because they had been lost. 

Under date of June 5, 1682, another item is found, which, 
though it is not a letter, is of great importance. It is captioned: 
“Instructions to Mr. Jn° Withers his proceedings in his York 
Journey In it occur references to a number of small bills 
from £3 to £20, 5, which the messenger or agent is directed to 
“pass” for slaves, etc. The 27th of the same month shows a 
letter to Mr. William Leigh of New Kent, enclosing a probably 
worthless bill, which Fitzhugh believes the addressee might try 
to collect with greater hope of success, because living nearer the 
drawee. 

A name which is found frequently among the correspondents 
of Fitzhugh is that of John Cooper, a London merchant. A 
letter addressed to this man contains a number of bills of ex- 
change drawn on various men in London, some of them by 
Fitzhugh himself, and others which he had taken from neigh- 
boring Virginia planters. At the risk of still further trying the 
reader’s patience, a few additional letters must be presented. 
One of March 14, 1686 (1687?), has, in part, “I heartily thank 
you for your kindness and the trouble therein expressed both 
in the presenting Sir Robert’s note and the return of the three 
pound bill enclosed.” This letter also alludes to a protested bill 
of Ed. Caples, “ drawn of Capt. Henry Fearns,” assigned to Fitz- 
hugh by James Davis, for £4, 10, 0. The final letter quoted in 
this connection is that to Mr. Nicholas Hayward, in which occurs 
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“In my last I also sent you a note from Mr. Sam! Hayward 
for £20.” 

The frequent reference made to bills of exchange can leave 
no doubt that they played an important part in the commerce of 
this Colony. In passing it may be said that they were used in 
the Northern Provinces as well. On this point, the researches of 
Bruce may be referred to as an able summary. He says that 
“no financial device played a more important rdle in the inter- 
nal and external trade of the Colony than the bill of exchange. 
This instrument was only used when the party who gave it had 
a balance to his credit in the hands of some merchant, the drawee 
being generally a person of this calling who resided in England, 
New England, Barbadoes or in one of the other English Colo- 
nies.” The Virginia planter received such a bill for his tobacco 
payable in England or in some English Colony, which he would 
then send to England to a correspondent who would collect it 
and hold the funds subject to further orders, or else invest the 
proceeds in some commodity. Instead of directly sending it to 
an English correspondent, he might negotiate it to another 
planter, who would then be practically a banker. It was in this 
way that Fitzhugh happened to have so many bills. The begin- 
nings of factor financing of the planter’s cotton may be detected 
in these early customs. 

Reference has already been made to the scarcity of metallic 
money. This dearth was so great by the middle of the 17th 
century, that in order to protect the creditor, law suits for the 
collection of money were not pleadable in the Virginia courts, 
except in a few cases. But fifty years later there was a great 
increase in currency, as is evident by the large number of special- 
ties made payable in specie. The option of settling in either 
Spanish or sterling money existed with the drawee. In connec- 
tion with the subject of bills of exchange, the question of dam- 
ages in case of protest arises. Instead of treating it here, its 
discussion is reserved for a separate section. 

It has been seen that bills played a very important part in 
the commerce of the Colonies. It remains to be ascertained 
whether any other forms of private evidences of debt were em- 
ployed. A few pages back, two references to notes were made. 
It would be interesting to discover whether these were promis- 
sory notes as now understood. The writer is not positive that 
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they were such, despite the fact that the term quoted was em- 
ployed. Holt, it will be recalled, referred to the origin of such 
instruments as dating from about 1670 in England. Even grant- 
ing as MacLeod and others claim, a stili greater English antiquity 
to them, it is hardly likely that they were employed in the Colo- 
nies. The word “note” should not predispose one in forming 
an opinion, when it is recalled that the terms bill and note were 
used indiscriminately until quite recently by those who should 
have known better. 

But that there were other forms of written evidences of debt 
will soon be made clear. About 1640, in order to give greater 
security to creditors, it was provided that the selling merchant 
should have his invoice for the goods parted with acknowledged 
in writing by the debtor. The invoice or statement, accordingly, 
instead of remaining an “account current,” became practically 
a “stated account.” This invoice, together with a “ statement 
that the obligation was to be met in the succeeding autumn, when 
the tobacco crop had been got in,’ was recorded in the books of 
the county court where the transaction had occurred. Default in 
payment resulted in an attachment of the land and crops of the 
debtor, while a payment, according to the terms of the agreement, 
entitled the purchaser to a release in full. In this connection, it 
is apropos to note that it was already customary for the Virginia 
planter to purchase his supplies on long credit from the import- 
ing merchants, and to pay for the same out of his crop the ensu- 
ing year. But on account of the instability of tobacco in terms 
of real money, an Act was passed in 1633 (Hennig’s statutes, I: 
216) making sterling money, instead of tobacco, the money of 
account. It is not to be inferred, however, that payment ceased 
to be made in tobacco. 

The bill of lading, which in modern times if not an evidence 
of debt is, at least, collateral security for such paper, is frequently 
mentioned in the early Virginia records. It does not appear, 
however, that, at this time, it served any other purpose than that 
of mere receipts. The writer has failed to see them referred to 
in any such way as to indicate that they were employed in the 
formation of so-called “documentary bills of exchange.” 

There are a few other items connected with credit that it will 
repay us to glance at. One was a sort of judgment deed by virtue 
of which security the holder could levy immediate execution 
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against all property in the purchaser’s possession in case of de- 
fault. Another item deals with the procedure of English credit- 
ors to force collections. It was customary for a man, often the 
visiting sea-captain, to come with a power of attorney, some- 
times representing a number of individual creditors, and bring 
suit for debt. An Act, essentially a statute of limitation, was 
soon passed to avoid certain features commonly associated with 
suits of long standing. Somewhat later, in an apparently unre- 
lated manner, further light is thrown upon the subject of these 
early Colonial credits. Jamestown endeavored to establish a fair 
in 1649. Among the various enactments for the guidance and 
regulations of trading, is that ‘“‘ The Clerk was to record, in a 
book to be kept for the purpose, every bond, bill or other writing 
passed in a sale... .” 

Before going to the Northern Provinces, some concluding 
paragraphs on the bill of exchange as employed in the South, 
are in order. The quotations from Fitzhugh and others have 
made it evident that the bill was an important instrument of 
commerce. Bruce writes that 


It (the bill of exchange) may have passed through a dozen hands in the 
Colony, like a piece of coin, before coming into possession of the last 
holder. It then made the long voyage to New England. There it may 
have gone through many additional hands in succession before it was 
transmitted to England or the West Indies for acceptance by the mer- 
chant who was the drawee from the beginning. 

The bill was usually drawn in sets of three of which any one 
“was very often entered on record in the country in which the 
bill itself was given.” It was made payable in twenty, thirty, 
forty or even more days after sight, and was negotiable. To 
secure against loss due to possible protest, collateral security was 
very frequently demanded and received. It is curious to note 
that when the Colonial government accepted bills of exchange 
for its export duties of two shillings per hogshead of tobacco, 
full security was demanded of the drawer. In private transac- 
tions, the drawer or negotiator of the bill gave a bond in double 
the amount of the face, which was to be forfeited in the event 
of protest. 
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Should Advertising Expenditures be Charged as an 


Investment or as an Expense? * 
By Erryau W. Se tts, M.A., C.P.A. 


Advertising is as old as man and dates back to that time 
when the serpent in Eden advertised successfully to our common 
ancestress the peculiar beauties and merits of his fruit. How- 
ever interesting it might be to trace the development of adver- 
tising from that date through the period when the Greeks and 
Romans employed street criers to advertise losses and sales, 
and pictures on walls to advertise gladiatorial contests and 
other public spectacles, down to 1704 when the Boston News 
Letter was established, which paper contained the first known 
newspaper advertisement in America; and the rapid growth 
of this form of advertisement from the establishment in the 
first half of the Nineteenth Century of important newspapers 
in New York, Philadelphia, and Boston, down to the present 
time, when the annual output of publications containing advertis- 
ing matter attains the enormous sum of thirty-five hundreds of 
millions for which it is estimated that hundreds of millions of 
dollars are paid; and to further trace the development of the 
profession of advertising from its inception as a science in 1840, 
by Palmer of Philadelphia, down to the comprehensive advertis- 
ing organizations of to-day—it would hardly be appropriate or 
necessary in a paper dealing with the problem of the position 
which cost of advertising should occupy in the financial state- 
ments of a present day business. 

It is not for a Public Accountant, or indeed anyone, to make 
the broad assertion on the one hand that Advertising is always 
an asset to be carried in the balance sheet of a business concern 
as an investment, or on the other hand that it is always an 
expense to be taken care of through current operations. It is 
necessary to know the facts and conditions under which the 
advertising was done, and the relation which those facts and 
conditions bear to the capital employed or to be employed. 

Advertising has many of the characteristics of ordinary com- 
modities of trade; it may be bought and sold and has a certain 


* An Address before the Associated Advertising Clubs of America, Boston, August 2, I9IT. 
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definite value aside from that of the material and physical labor 
of which it is composed and, according to its application, as is 
the case with any other commodity, may, with propriety, be 
carried as an investment in the balance sheet of a going con- 
cern. It differs, however, from other commodities in that the 
benefits to be derived are limited to the advertiser, and cannot 
be dissociated from the particular thing or business advertised 
and as such disposed of to another, in which respect it is iden- 
tical with good will. And just as opinions and policies differ 
as to the extent to which good will, patents, and kindred things 
should be regarded as an investment, they differ as to adver- 
tising. But if it can be shown that a going concern has some- 
thing of real value in its good name and good will, something 
that could be realized upon in any disposition of its business 
and upon which as an investment it is receiving satisfactory 
returns, there should be no objection to treating it as an invest- 
ment, and the same argument holds true of advertising 
which, for the purpose of this illustration, is a component of 
good will. 

A person, firm, or company, at the outset of an undertaking 
which has something to dispose of not previously known to the 
public, or for which superior merit may be claimed, should 
undertake to provide sufficient capital not only for plant and 
working materials but for advertising, in order adequately to 
bring to the attention of the public the merits of that which is to 
be disposed of. In such a case, the amount so provided and spent 
might with all propriety be considered as an investment and 
carried as such in the balance sheet, and in any disposition of 
the business would have a good will value depending upon the 
returns of the business. On the other hand, an old and éstab- 
lished business, such, for instance, as a mutual assurance asso- 
ciation, would not be justified in, or have any reason for, 
carrying as an investment the expenditures which it might make 
for advertising, for, as such, it is not an asset which could be 
realized and distributed; it has no place as good will value to 
the association whose business could not be sold; it is not a 
thing for which new capital could be raised, and so it would 
not be practical to consider it as an investment. 

Generally speaking, such advertising as may be done for 
the purpose of bringing some new business or branch of business, 
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some new or improved article or articles to the attention of the 
public, which has a direct effect in creating or measurably in- 
creasing the good will of a business undertaking, may be con- 
sidered as an investment in that there has been an appreciable 
increase in the amount of capital employed; such advertising 
as may be done to maintain a normal distribution or to keep 
the name and nature of a business before the public or for the 
purpose of calling attention to special temporary prices of arti- 
cles, while having some effect upon the good will of the business, 
should not require further capital and should be provided for 
out of its current operations; in other words, should be con- 
sidered as an expense. 

Between the extremes, say of a newly started proprietary 
medicine business, the principal asset of which might be its 
advertising, and an old established mutual assurance association 
with no asset of that nature, would fall all the other undertak- 
ings which advertise, or depend in any degree upon publicity 
for the marketing of what they have to dispose of. 

Given the purposes and conditions of the advertising and the 
general policy of the management of an undertaking in regard 
to such expenditures, its correct classification as an investment 
or an expense is not difficult to determine. But frequently it 
is difficult to ascertain the purpose, the conditions, and the policy 
upon which to determine the application, as between investment 
and expense, of the cost of advertising. 


PUBLICITY OF FINANCIAL AFFAIRS OF CORPORATIONS 


Recognizing, as any one must, who sees the daily papers and 
the current magazines and kindred publications, the strides that 
have been made in the science of advertising in latter years, 
and the success of advertising agents in putting their matter in 
such form and through such mediums as to reach the greatest 
number of their possible consumers, and recognizing also the 
infinite and increasing variety of the things which apparently 
it is advantageous to advertise, I venture to suggest a new field 
of advertising, with a firm conviction that it will arrest atten- 
tion. It is, I believe, a field which has not been entered in a 
systematic and scientific manner—I mean the proper and ade- 
quate advertising of the financial affairs of the corporations 
in which the public is interested, either directly as shareholder 
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or indirectly through their influence upon general business 
conditions. 

However meritorious the customary advertising may be, ad- 
vertising the financial affairs of corporations is of far greater 
public importance, especially at this time when there is sc much 
unjust agitation against corporate affairs; and advertising agents 
have a public duty in this connection that can and should be per- 
formed, the effects of which should be far reaching and of ines- 
timable public benefit. 

In my experience as a public accountant, I have had to do 
not only with the financial affairs of practically all kinds of cor- 
porations but also with those of the government, states, and muni- 
cipalities, and have come in more or less intimate contact with 
many of the various officers and managers of all of them; and 
it is based upon this experience that I have formed my judgment 
that the managements of corporations are generally honest and, 
as compared with those of public affairs, more economical and 
efficient ; that there is far more dishonesty among politicians and 
office holders than among corporation managers. 

I also base upon this experience my opinion that full publicity 
of the affairs of corporations would be beneficial not only to 
the public but to the corporations themselves, as the actions and 
investigations brought about by the public uneasiness would be 
largely forestalled thereby. But to obtain these results, full 
publicity will be necessary and the public will have to be satisfied 
that the figures contained in the publications are accurate. Cer- 
tificates of reputable Public Accountants to be made a part of 
such publications will undoubtedly have an influence in attaining 
this end. In order that an advertising man may intelligently can- 
vass this class of business, not only should he be able to impress 
the managements with the desirability of such publicity, but he 
should also have some knowledge of the form and the amount 
of detail which his public will require, and with anything less than 
which it will not be satisfied. That the affairs of a business or- 
ganization are of no concern to anyone except those responsible 
for its creation and continuance is sound doctrine, and may be 
applied to small affairs without detriment; but in this country 
where corporations with large affairs have become the prey of 
politicians to such extent as seriously to retard progression be- 
cause their financial affairs are not generally understood, these 
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corporations are confronted with special conditions to meet or 
mitigate which they should forego certain of their rights of 
privacy, and I believe they would be willing to accept the counter- 
effect of publicity by making known to the public the condition 
of their affairs in such terms as cannot be misunderstood. This 
refers to corporations whose securities are quoted and dealt 
in and in whose affairs the public is concerned. 

The proposition divides itself into two essential elements: 

First: That dealing with capitalization which embraces all 
the fixed, liquid, floating, and current assets on the one hand and 
liabilities—both funded and current—on the other. In the prepa- 
ration of this information, nothing should be hidden and all 
essential details should be given. 

Second: That dealing with the operations which relate to 
earnings or sales. Beginning with the total amount of such 
earnings or sales fully classified, there should be shown succes- 
sively the allowances thereon, the direct costs, consisting of labor, 
material, and incidental expenses, the general expenses, the fixed 
charges for taxes, interest, sinking funds, and finally the balance, 
if any available, and its application for extensions of the busi- 
ness, betterments, dividends, etc., and the remainder to be car- 
ried to the reserve, surplus, and profit and loss accounts. 

These details need not, and indeed should not, disclose what 
are generally regarded as trade secrets—I mean by this, certain 
processes and trade affairs which from their nature should be 
kept secret and not disclosed to competitors and others. There 
should be uniformity of publicity for businesses of a like char- 
acter. 

It is my opinion that the present day inertia of business is 
due more to the unwarranted agitation of the politicians against 
corporations than to any other one cause. If the affairs of all cor- 
porations were generally made known, the voting masses would 
not be misled by the unscrupulous attacks of politicians who use 
any and all means to attract votes. The daily press, magazines, 
and kindred publications are the natural mediums through which 
the knowledge of corporate affairs should reach the public. 

The cost to the corporations of this publicity would be more 
than offset by the reduction in the expense of lobbying, defense 
against unjust legislation and blackmailing legislators ; and more- 
over in some cases a part of the cost of such publicity could very 
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properly be charged as an investment while the cost of lobby- 
ing, defense against unjust legislation, and meeting the demands 
of blackmailing legislators must without question all be charged 
to expense. 

Many corporations already issue printed annual reports, and 
some of them are published in the daily papers in abbreviated 
form. All corporations should issue full reports to their stock- 
holders and should publish them generally for the enlightenment 
of the investing and voting public. 

When a systematic campaign shall have been organized for 
this class of advertising, it will be the particular province of the 
advertising organizations to determine the character of the pub- 
lications that these financial affairs should appear in, but I ven- 
ture to suggest that if, in addition to reaching the investing pub- 
lic through the conservative press, they are also placed in the 
popular newspapers, and periodicals with the large circulations, 
they would be such plain contradictions of many of their articles 
attacking corporate affairs that they would have a salient influ- 
ence in a fertile field, the voting public. 

With no matter what skill advertising matter is prepared and 
with no matter how much judgment it is placed to reach the pub- 
lic, the maximum of good results cannot be attained if the general 
business of the country is abnormally depressed, and the adver- 
tising agents, as much as anyone else, are vitally interested to see 
that the causes of these depressions are removed. 

And in removing or impairing the effect of one of the chief 
of them—the continual attacks on business corporations—the 
advertising agents stand in a position to perform a great public 
duty, by obtaining and giving scientific publicity to the affairs of 
these corporations. 

If my opinion, that full publicity of corporate affairs would 
show them generally in a meritorious light, is not shared by all, 
at least all will agree that it would afford a means of obtaining 
a fairer public judgment of them, and, if it did not free them 
altogether from the unscrupulous attacks which seem to have no 
other purposes than that of pandering to the voting masses, pub- 
licity would go far toward counteracting them and it would fur- 
nish some relief to the unwarranted and unjust restriction upon 
the development of the resources of this country. 
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Verification of Inventories During an Audit 
3y NATHANIEL B. BERGMAN 


In opening these few suggestive remarks about the valuation 
of stock on hand, it is hardly necessary to state that the verifi- 
cations of footings and extensions do not constitute the best kind 
of check. The writer is fully alive to the fact that there are 
situations where this meagre check is all that is required or even 
necessary, as in the case of a continuous audit, where irregu- 
larities would be readily revealed when the auditor prepared his 
statement of Profit and Loss; but in those cases where some 
moral uncertainty exists, the significance of the item of inven- 
tories cannot be exaggerated. 

After an examination of the sources of information of the 
other items which go to make up the Earnings statement, such 
as cancelled cheques, vouchers, etc., one can feel reasonably cer- 
tain of having included all necessary items. This certainty, how- 
ever, does not attach to the quantities, prices and values which 
comprise the stock on hand at the date of the audit. A thorough 
verification of this part of the audit requires, in many cases, 
some special knowledge, particularly in the case of a concern 
manufacturing products which go through a variety of opera- 
tions. 

It is extremely unfortunate that cost accounting has been 
allowed to become almost enveloped with an air of mystery, to 
such an extent that many men of really good intelligence and ca- 
pacity for this class of work have kept away from it; although, 
why an accountant who is capable of handling commercial paper, 
the balance sheets of all classes of industrial corporations, and 
other intricate matters, should not just as comprehensively grasp 
the intricacies of the allocation of items of cost, has never been 
reasoned out satisfactorily. Like several other apparently for- 
midable studies this is not so difficult when attacked fearlessly 
and directly. Theoretically, cost accounting is simply elaborated 
bookkeeping, and any difficulties met with are due to a lack of 
knowledge of the economical operations of a particular industry. 

The desideratum in a cost system is efficiency, and not the 
multiplicity of detail that characterizes many systems to the ex- 
tent that the object is rendered more obscure than if there were 
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no attempt made to get at the costs at all. On the other hand, 
this branch of accounting has become a science in many of our 
large corporations, and in the writer’s experience the heads of 
such corporations look to the department concerned in getting 
out this work to supply them with the data which shall inform 
them how their operations compare with the market prices on a 
unit basis, long before they expect to know whether any money 
was made by the concern as a whole. 

The tollowing hints may be of service, principally in those 
cases where job costs obtain, as distinct from general costs of a 
commodity manufactured without any particular distinction being 
made between the product for different customers; although 
where job order numbers are lacking, the grades, chemical analy- 
ses, heat numbers in the case of steel products, and various other 
distinguishing marks can be found in an inventory which is taken 
for the benefit of the operating department heads, as well as for 
that of the accounting department. 

It is only good auditing that all proofs available should be 
applied to figures submitted by a concern, although it is not in- 
tended that all these precautions be taken except where and when 
there is reason to suspect “ padding ”’ or other devices resorted to 
by those unscrupulous business men who would rather show 
an intangible “ paper ’”’ profit than exert themselves to make real 
profits. 

Where the books of a corporation are being audited for the 
first time, it is highly important not only that the Inventory at 
the date of the audit be examined, but that the one at the be- 
ginning be also examined. Whatever basis of valuing the quan- 
tities was used in one case should be used in the other. If al- 
lowance were made in respect of changes in market prices at the 
date of the audit and no allowance made at the beginning of the 
period, assuming such changes had taken place, it is plain that 
our results would not reflect the true state of affairs during the 
period. In passing, it might be well to prove up quantities, if 
practicable, by adding to the Inventory on hand at the beginning 
of the period the production during the period, less the Inven- 
tory on hand at the end, thus forming, in addition, an excellent 
check upon the sales for the period. 

Verifying the values of Work in Progress can readily be done 
where the cost-system is self-balancing, by making a thorough 
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examination of the records to see that Burden, or Overhead 
Expense, is fairly and equitably distributed to the various orders 
and departments, and that no selling nor administrative expenses 
are included therein. 

An Inventory Adjustment Account is carried, as a rule, on 
the books of the larger manufacturing concerns which serves as 
a sort of balance between the differences in physical and book 
Inventories, which will always vary; burden rates, too, often 
require adjustment and are handled through this account. An 
examination of this account will reveal any weaknesses in the 
cost system and will sometimes determine whether the Inven- 
tory itself is of any real value. The balances in Burden Ac- 
counts are transferred to this account and the balance in the 
Inventory Adjustment Account is in turn transferred to Profit 
and Loss. The inconvenience entailed in many large plants of 
taking a physical Inventory is so great that this is done in most 
cases but once a year when the adjustment is made through the 
Adjustment Account. Whenever practicable, this should be done 
twice a year at least, so that adjustments can be made more fre- 
quently and probably any extraordinary condition exposed be- 
fore the end of_the year. If the balances carried from the Bur- 
den Accounts each period have been large, thus showing inaccu- 
rate costs, then it would be fair to make an adjustment in the 
cost prices, assuming that we are going on the principle of pric- 
ing at the lower figure as between cost and market, and that cost 
is the lower. 

It is good policy to examine the Sales Record to see that 
none of the crders shown in Progress were shipped prior to the 
date of the audit, and also that those shipped subsequently were 
included in the Inventory. Where the cost system does not tie 
up with the General Books there is a chance that orders might 
be completed and not taken out of the Work in Progress records. 
Scrutinize the Sales for at least two weeks preceding date of 
the audit and see that nothing had been shipped that is included 
in the Inventory. 

There may be orders being carried as part of the stock on 
hand which are not properly such, and if it were seen that 
charges were being made to these orders during the last month 
of the period it is fair to assume that they are active. It is not 
an uncommon practice to include obsolete stock in the Inven- 
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tory and in some cases the assurance of the manufacturer that 
none is included represents the only proof available. As a fur- 
ther proof against this, it is suggested that accounts of stores and 
supplies and finished products should be examined to see that 
they have all been active during the year. 

The practice among some of the largest corporations in re- 
gard to prices of raw materials and supplies at the end of the 
period is to strike an average as these stocks stand on the books. 
There is nothing wrong about this, but they should be compared 
with the latest invoices in order to verify the fact that they are 
not in excess of latest cost prices and also with the trade papers 
to see that they are not in excess of market. 

On the principle that Profit is the difference between the 
cost of the product and the selling price less the cost of dis- 
posing of the same, no profits should be allowed to be included 
in prices of Finished Products. Such valuations should be re- 
duced to the three prime elements: viz,—Labor, Material, and 
Factory Overhead Cost. It would be a good idea in this connec- 
tion to scrutinize the price lists and see that the prices in the 
Inventory are well below selling after allowing for trade dis- 
counts. Pertinent to the foregoing is a question whether goods 
on hand to be shipped on a contract, where partial shipments are 
made necessary by the extent of the order, should be valued at 
prices including a profit. Since one objection to this, however, 
is the fact that such things as strikes, delays in delivering ma- 
terials, etc., cannot be definitely foreseen and the contract may 
easily be completed at a loss, it would be only just to allow a fair 
reserve for such contingencies where a profit is taken in the In- 
ventory. 

A very convenient method practiced by more than one con- 
cern in the past is that of absent-mindedly omitting the “ tri- 
fling” matter of setting up liabilities for corresponding items 
of Merchandise included in the Inventory. It would be a good 
plan in any case to examine the Receiving Records for about 
three or four weeks prior to the date of the audit and see that 
all materials received were correspondingly credited to the proper 
accounts. Perhaps it is just as well to include in the Balance 
Sheet materials that have passed F.O.B. points. 

Another prolific source of trouble for the auditor is in those 
cases where billed goods have been included in the Inventory. 
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The only way of getting around this is to examine the Sales 
Record for the last few weeks of the fiscal period, which might 
disclose such a practice either intentionally or through an error 
on the part of some employee. 

Footings and extensions should be verified, much of the lat- 
ter very often being checked mentally and without resorting to 
the use of figuring paper. A good man can always tell, unless 
the amounts are large, whether the extensions “ look ” right. 

See, too, that the sheets are signed and certified to by re- 
sponsible officials, and, where the cost system does not tie up 
with the General Books, the sheets submitted to the auditor (if 
he does not get the original sheets) should be checked back to 
the original sheets on which the inventory was compiled ; the lat- 
ter should be compared with the tickets showing the original 
counts. 

The foregoing may seem to be too serious a consideration of 
the subject, but there are several cases on record where the ap- 
plication of some principle contained herein would have been 
of great benefit to persons who had interests in different under- 
takings, but who were not permitted to get a knowledge of 
actual conditions through the unscrupulous operations of others 
in the same business. 

There are doubtless many other means of verifying the ac- 
curacy of the Inventory, but these are some which have come 
within the writer’s own knowledge. For a man who is fond of 
mental gymnastics that mean pleasure as well as profit, a study 
of the fundamental principles of cost accounting in its relation 
to business economics will be repaid amply if the student can 
once learn the importance of it. There is no limit to the amount 
of application it requires, although one might as well make this 
a part of his regular reading course. Some very interesting 
books have been published recently by men who have equipped 
themselves for the work. 
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Government Regulation of Securities 
By W. H. Lawton 


Under the authority of a clause in the Railway Act passed by 
the last Congress the President has appointed a Commission to i1n- 
vestigate and report on the subject of Federal regulation of the 
issue of securities by interstate railway companies. In view of 
the apparent desire of the Administration to extend Federal con- 
trol to all corporations engaged in interstate commerce of every 
description, it may be assumed without violence that the inves- 
tigations and findings of the Commission will not be confined to 
railway corporations, and its recommendations will apply largely 
to all corporations, intrastate as well as interstate. The objects 
to be secured as ultimate results of this investigation are pre- 
sumably 

(1) the prevention of issues of securities for non-existent 
values (commonly known as “ stock-watering’”’) ; and 

(2) as a logical corollary, the assurance (in effect) by the 
Government that all the securities issued with its approval by 
any corporation represent actual value in property, services or 
cash. 

Regulating the issue of corporate securities is no new thing. 
Several States already have this provision in laws regulating 
public utility corporations, and the Companies’ Act of England 
requires the Government’s approval for the issue of new securi- 
ties. There is a wide difference, however, in the methods pro- 
vided by State laws and the English Act for the protection of 
the investing public. The Commission appointed by the Pres- 
ident has a great and serious problem and responsibility in 
deciding which of the two general methods should be recom- 
mended to the Federal Government. Its recommendations 
will doubtless be followed by Federal legislation, and those 
States which have not as yet adopted restrictive laws as regards 
corporate securities will be guided in great measure by Federal 
action. Two great classes of citizens will be directly affected 
by such legislation—the thousands of security-holders and em- 
ployees of the corporations, and the millions of people who pay 
taxes. 

Under the English Act a prospectus or statement of the cap- 
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ital needs of the companies and the proposed use of the pro- 
ceeds of new securities must be approved by the Government, and 
such prospectus or statement must be certified by profes- 
sional auditors. Moreover, professional auditors must be em- 
ployed by the companies on behalf of the shareholders, being 
elected by and responsible solely to the latter. All statements 
and balance sheets issued by the directors must be verified and 
certified by these auditors. They are held personally responsible 
under the law for the integrity of their certificates. But they are 
not Government officials or employees in any sense of the word. 
They are expert representatives of the shareholders by whom 
they are chosen and paid. They stand in relation to the Govern- 
ment very much as lawyers to the Court: i.e., as assisting the 
course of justice and equity on behalf of the State though em- 
ployed and paid by their clients. 

The effect of the English system is that the investor has at 
his command full data as to the issue of securities, the proposed 
enterprise, the amounts to be paid to the promoters or vendors, 
the terms of underwriting, etc., at the outset; and thereafter he 
is kept fully posted in the progress of the company through the 
annual examinations and certificates of auditors of his own 
choosing. The Government, be it noted, assumes no responsi- 
bility in the matter beyond compelling the filing of data, thus 
providing the means by which the intending investor or actual 
shareholder may ascertain the facts. The auditor, usually a 
chartered accountant, acts in a strictly professional capacity. 
He has nothing to do with the management of the company: he 
is employed only to state what it is doing. 

The American method, so far as it has been developed by 
some of the States, has been to create a new class of State em- 
ployees mainly at the expense of the tax-payer. What this 
means is shown in the tremendous expense of administering the 
public utility laws in the State of New York (as a shining ex- 
ample), and the end is not yet. Both the Public Service Com- 
missions of that State are even now clamoring for larger ap- 
propriations to enable them to employ the additional expert ex- 
aminers they require. They argue with justice and consistency 
that they are commissioned to administer and enforce certain 
rigid laws as to proper accounting and financing which they can- 
not do without making periodic examinations of the accounts 
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of the corporations under their jurisdiction. Bearing in mind 
that at present their jurisdiction extends only over public utility 
corporations (those engaged in quasi-public enterprises such as 
transportation, lighting and supplying water) which form but a 
small percentage of the total number of corporations engaged 
in all kinds of business, it is somewhat appalling to contemplate 
the prospective burden on the tax-payers, a large proportion of 
whom have no direct interest in the affairs of general business 
corporations, which will result from applying the State super- 
vision methods to corporations generally. 

At its best the American system calls on the tax-payers at 
large to pay for the protection of a comparatively small number 
of investors. But State examinations are, and of necessity must 
be, more or less superficial, because the duty of the State exam- 
iners is strictly limited to ascertaining if the laws, or, what is 
practically the same thing, the rules of the Commissions covering 
corporate accounting are being obeyed. Now this is a very dif- 
ferent thing from the audit made under the English law. It is 
deplorably obvious that the accounts of a corporation might be 
models of strict observance of the law and yet facts vital to its 
existence even could be concealed from the stockholders. Fed- 
eral supervision of national banks of the United States is a model 
in its way, and as a class the national bank examiners have no 
superiors in ability and intelligence. Yet many banks, recogniz- 
ing the limits of the examiners’ field, supplement the Govern- 
ment’s examinations by audits made by certified or chartered 
accountants for the benefit of their stockholders and depositors. 
It may be asked why Government examiners cannot make as 
thorough expert examinations as public accountants. No doubt 
they could, but it would mean a heavy increase in time and ex- 
pense to no purpose as far as stockholders are concerned, for 
under present laws no examiner, State or National, is permitted 
to disclose to the stockholders or anybody else the facts he may 
discover as long as such facts do not involve infractions of the 
law. He is very much in the position of the Steersman in Lewis 
Carroll’s “ Hunting of the Snark ”— 


“The man at the wheel shall speak to no one!” 


Unless the American people shall decide that corporations have 
no right to preserve any business secrets whatever, it cannot well 
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be otherwise; and such being the case the question naturally 
arises, ‘“‘ What earthly good to the investor is a supervision that 
merely certifies that no technical law has been violated? ”’ 

In a nut-shell the problem before the Government Commis- 
sion is whether to recommend a system that will add several 
thousand employees to the Bureau of Corporations and millions 
to the tax-payers’ burdens, establishing a vexatious and prac- 
tically useless bureaucracy; or a system as flexible and simple 
as it is economical of requiring audits and certificates from qual- 
ified professional chartered or certified public accountants, not 
only for the initial issue of corporate securities, but also, and 
which is more important in the end, for the constant information 
and protection of stockholders and the investing public for all 
time to come. 

The chartered and certified public accountants of the United 
States form a highly specialized class of investigators whose 
services have hitherto been requisitioned mainly by enlightened 
financiers and business men who realize the value of impartial 
and scientific examinations of their affairs by trained experts. It 
is no disparagement to these men of affairs to say that they have 
used this highly valuable means of acquiring information for 
their own benefit, since they pay for it, but it seems high time that 
the general investor, and particularly that much abused individ- 
ual, the minority stockholder, should be enabled to avail himself 
of the same certain and economical method of learning the facts 
about the enterprises in which his capital is invested. The Gov- 
ernment Commission can assist in no better way than by recom- 
mending a system, based on the English Companies’ Act, which 
will 

(1)require initial prospectuses or statements, duly certified 
by qualified public accountants, to be filed in offices convenient 
and accessible to the public ; and 

(2) require the appointment by stockholders of chartered or 
certified public accountants as independent auditors, who shall an- 
nually audit the accounts and certify to the statements and bal- 
ance sheets of the corporations. 

With such a system formally adopted by the Federal Govern- 
merit to apply to interstate corporations, it will be only a matter 
of time before the States will enact similar legislation for their 
own intrastate corporations. 
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Confidential Communication and Privileged 
Communication 
By Joun B. GetjspeeK, LL.B., M.C.S., C.P.A. 


Dean of School of Commerce, Accounts and Finance of 
University of Denver 


Part II 


Some of the foregoing classes of privileged communications 
will be treated more fully below. 

The Nature of the Duty. 

The duty referred to need not be one binding at law: any 
moral or social duty will be sufficient. And it is sufficient if 
the defendant honestly believes that he has a duty to perform 
in the matter, although it may turn out that the circumstances 
were not such as he reasonably concluded them to be. It is a 
question of good faith, in determining which the law looks at 
the circumstances of each case as they presented themselves 
to the mind of the defendant at the time; the presumption be- 
ing that he has been guilty of no laches, and did not wilfully 
shut his eyes to any source of information. If there were 
means at hand for ascertaining the truth of the matter, of which 
the defendant neglected to avail himself, and chose rather to 
remain in ignorance when he might have obtained full infor- 
mation, there can be in law no pretense for any claim of priv- 
ilege. 

The defendant must, at the date of the communication, im- 
plicitly believe in its truth, If a man knowingly makes a false 
charge against his neighbor he cannot claim privilege. It never 
can be his duty to circulate lies. (Newell, 476.) 

Protecting One’s Own Interest. 

A communication made by a person is privileged which a 
due regard to his own interests renders necessary. He is en- 
titled to protect himself. In such cases, however, it must 
appear that he was compelled to employ the words complained 
of. If he could have done all that his duty or interest de- 
manded without libeling or slandering the plaintiff, the words 
are not privileged. 

A communication by a person immediately concerned in 
interest in the subject matter to which it relates, for the purpose 
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of protecting his own interest, in the full belief that the com- 
munication is true and without any malicious motive, is held 
to be excused from responsibility in an action for libel; and 
this privilege is not defeated by the mere fact that the state- 
ments were made in the presence of others than the parties im- 
mediately interested ; nor that they were intemperate or excessive 
from over-excitement. (Newell, 509, 510.) 

This is illustrated by the case of Denver P. W. Co. v. Hol- 
loway, referred to above; the company was there made a de- 
fendant, as well as the writer of the letter. The letter being 
written for the company by its officer is therefore considered 
as written by the company, but the company was not liable, as 
the letter was properly written in the protection of its interests. 

Parties Having a Common or Mutual Interest. 

In those cases where one person has an interest in the subject- 
matter of the communication, and the person to whom the 
communication is made has a corresponding interest, every 
communication honestly made in order to protect such common 
interest is privileged by reason of the occasion. (Newell, 523.) 

A creditor of the plaintiff may comment on the plaintiff's 
mode of conducting his business to the man who is surety to 
that creditor for the plaintiff’s trade debts. (Dunman v. Bigg, 
1 Camp, 269, n.) 

A communication by an insurance company to its soliciting 
agent, relating to an alleged forgery by an examining physician, 
being upon a subject relating to the agency, and in respect to 
which there is a mutual interest, is qualifiedly privileged. (Nich- 
ols v. Eaton, 110 Iowa, 509.) 

A letter written by one stockholder to another reflected 
upon the conduct of an officer of the corporation. It was held 
to be a privileged occasion. (Chambers v. Leiser, 43 Wash. 285.) 

Confidential Relations. 

In this connection it may be further remarked that when 
once a confidential relation is established between two persons 
with regard to an inquiry of a private nature, whatever takes 
place between them relative to the same subject, though at a 
time and place different from those at which the confidential 
relation began, may be entitled to protection as well as what 
passed at the original interview; and it is a question for the 
jury whether any future communication on the same subject, 


362 








Confidential and Privileged Communication 


though apparently casual and voluntary, did not take place 
under the influence of the confidential relation already estab- 
lished between the two parties, and therefore entitled to the 
same protection. (Townshend on Slander and Libel, 3rd ed. 


P. 455-) 
Volunteering Information. 


Every one who believes himself to be possessed of the 
knowledge which, if true, does or may affect the rights and 
interests of another, has the right, in good faith, to communicate 
such belief to that other. He may make the communication 
with or without any previous request, and whether he has or 
has not personally any interest in the subject-matter of the 
communication, and although no reasonable or probable cause 
for the belief may exist. The right is founded on the belief. 
All we have to examine is whether the defendant stated no 
more than what he believed, and what he might reasonably 
believe; if he stated no more than this he is not liable. If A. 
believes that B. is intending to rob C., he has the right to 
communicate his belief to C., without waiting for C. to inquire 
on the subject; and if in so doing he injures B., B. is without 
redress. The exigencies of society require that such a right 
should exist. A.’s duty to B. is simply not unnecessarily to 
injure him. This right must be exercised, in good faith; and 
all communications made in the exercise of this right are con- 
ditionally privileged. (Townshend, 435, 436.) 

It is often a difficult question to determine in what cases a 
party is privileged in going of his own accord to the person 
concerned and giving him information which is not asked for. 
In one class of cases it is clear that it is not only excusable 
but it is imperative on a person to do so; and that is where 
there exists between the parties such a confidential relation as 
to throw on the party the duty of protecting the interests of 
the persons concerned. 

Such a relationship exists between husband and wife, father 
and son, brother and sister, guardian and ward, master and 
servant, principal and agent, solicitor and client, partners or 
intimate friends, wherever any trust or confidence is reposed 
by the one in the other. It will be the duty of the one to vol- 
unteer information to the other, whenever he could justly re- 
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proach him for his silence if he did not volunteer such 
information. (Newell, 479.) 

For instance, my regular solicitor may unasked give me any 
information concerning third persons of which he thinks it 
to my interest that I should be informed, even although he is 
not at the moment conducting any legal proceedings for me. 
(Davis v. Reeves, 5 Ir. C. L. R. 79. Cited Newell, 41.) 

Communications confidentially made to a master as to the 
conduct of his servants, by one who has had an opportunity of 
noticing malpractices on their part, are privileged. (Cleaver 
v. Sarraude, 1 Camp. 268, and other cases cited, Newell, 488, 
480. ) 

The party volunteering the statement must at the time 
sincerely believe in its truth. But this alone will afford him no 
defense. It is necessary that circumstances should be present 
to his mind which reasonably impose on him the duty to make 
the statement. If such circumstances exist the statement is 
privileged although it may prove to be untrue. It is not neces- 
sary that before making such statement he should have thor- 
oughly investigated the reports which had reached him. Hear- 
say is sufficient reasonable and probable cause in the absence of 
malice, unless he ought for any reason to have known that his 
informant was unreliable and his story undeserving of belief. 
And he must make the statement under an honest sense of duty, 
desiring to serve the person most concerned, and not from any 
malicious or self-seeking motive. (Newell, 485.) 


REQUEST FOR INFORMATION Not ALways A Goop DEFENSE 


In many cases stress is laid on the fact that the defendant 
did not volunteer the information, but was expressly applied 
to for it. This is always, no doubt, a very material fact in the 
defendant’s favor, but it is never alone decisive. It is not 
necessary in all cases that the information should be given in 
answer to an inquiry. Many occasions are privileged in which 
no application is made to the defendant, but he himself takes 
the initiative; while, on the other hand, many answers to in- 
quiries will not necessarily be privileged even if given confiden- 
tially. The question in every case is this: Were the circum- 
stances such that an honest man might reasonably suppose it 
is his duty to act as the defendant has done in this case? And 
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the circumstances may be such that it is clearly the duty of a 
good citizen to go at once to the person most concerned and tell 
him everything, without waiting for him to come and inquire. 
It may well be that he has no suspicions, and never would inquire 
into the matter unless warned. 

In cases where neither life nor property is in imminent and 
obvious peril, there the circumstance that the defendant was ap- 
plied to for the information and did not volunteer it will mate- 
rially affect the question at issue. Where the matter is not of 
great or immediate importance, interference may be considered 
officious and meddlesome; although, had the party been applied 
to, it would clearly have been his duty to give all the information 
in his power. An answer to a confidential inquiry may be priv- 
ileged where the same information if volunteered would be ac- 
tionable. 

In cases, then, in which there can be a doubt as to the party’s 
duty to speak, the fact that he was applied to for the information 
will tell strongly in his favor. In cases where his duty to speak 
was clear without that, the fact that he was applied to is imma- 


terial. (Newell, 498.) 
Answering Inquiries. 


If the owner of a vacant farm ask his neighbor as to the 
character of a person applying to become his tenant the answer 
would be privileged. So if a person comes into the neighborhood 
to live, and asks advice of his neighbors as to the tradesman or 
doctor he shall employ, they may tell him their opinions of the 
various tradesmen or doctors in the locality without fear of an 
action for slander. If a person who is thinking of dealing with 
another in any matter of business asks a question about his char- 
acter of some one who has means of knowledge, it is for the in- 
terests of society that the question should be answered; and if 
answered in good faith and without malice the answer is a priv- 
ileged communication. 

It is a duty every person owes to society to assist in the dis- 
covery of any crime, dishonesty or misconduct, and to afford all 
information which will lead to the detection of the culprit. It is 
a perfectly privileged communication if a party who is interested 
in discovering a wrong-doer comes and makes inquiries, and a 
person in answer makes a discovery or a bona fide communica- 
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tion which he knows or believes to be true, although it may 
possibly affect the character of a third person. 

In short, whenever in answering an inquiry the defendant is 
acting bona fide in the discharge of any legal, moral or social 
duty, his answer will be privileged. Every one owes it as a duty 
to his fellow-men to state what he knows about a person when 
inquiry is made. (Newell, 493, 494.) 

For instance, I am not justified in standing at the door of a 
tradesman’s shop and voluntarily defaming his character to his 
intending customers. But if an intending customer comes to me 
and inquires as to the respectability or credit of that tradesman, 
it is my duty to tell him all I know. (Storey v. Challands, 8 C. & 
P. 234. Cited Newell, 499.) 

Where one to whom an inquiry is addressed regarding another 
communicates bona fide without malice to the inquirer facts re- 
garding the one inquired about, the communication is “ priv- 
ileged ”; and hence one is justified in giving in good faith his 
opinion of the integrity and standing of a tradesman in response 
to an inquiry concerning him. (Melcher v. Beeler, 110 Pac. 182. 
Colo.) 

Investigations and Reports. 

In Washburn v. Cooke, 3 Denio (N. Y.) 110, Cooke had been 
employed to ascertain the facts in regard to certain cattle which 
had been wrongfully driven away, and to advise his employer 
what course to pursue. In a letter to his employer he in effect 
charged Washburn with stealing the cattle. The court held that 
the letter was written concerning the subject-matter of the em- 
ployment ; that it was a communication of an agent to his prin- 
cipal, touching the business of his agency; and the charge of 
stealing, being directly pertinent to the matter in hand, was 
privileged. Even though the charge of stealing should be shown 
to be false, the verdict should not be for the plaintiff, unless the 
jury were first satisfied that the defendant did not act honestly 
and in good faith, but intended to do a wanton injury to the plain- 
tiff. 

In Ormsby v. Douglass, 37 N. Y. 478, the court citing the 
foregoing case of Washburn v. Cooke, says, that the rule is well 
settled, that a communication, which would otherwise be slander- 
ous and actionable, is privileged, if made in good faith, upon a 
matter involving an interest or duty of the party making it, 
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though such duty be not strictly legal, to the person having a 
corresponding interest or duty; and that this principal applies to 
an agent employed to procure information as to the solvency, 
credit and standing of another, who communicates confidentially, 
and in good faith, the information obtained, to his principal, who 
has an interest in the subject-matter. 

In Philadelphia, Wilmington, and Baltimore Railroad Co. v. 
Quigley, 21 Howard 202, the Supreme Court of the United States 
held, that a railroad company is responsible for a libel when 
published by its agents in the course of its business and of their 
employment ; that it is within the course of its business and the 
employment of the president and directors, for them to investi- 
gate the conduct of their officers and agents, and report the result 
to the stockholders; that the publication of this report must be 
made under the conditions and responsibilities that attach to in- 
dividuals under such circumstances; and that in the absence of 
any malice or bad faith, a report to the stockholders is a privileged 
communication, but that this privilege does not extend to the pres- 
ervation of the report and evidence in a book for distribution 
amongst the persons belonging to the corporation, or the members 
of the community. 

In Van Wyck v. Aspinwall, 17 N. Y. 190, the trustees of the 
College of Pharmacy, in New York, had appointed the defendants 
a committee to investigate complaints in respect to the importa- 
tion of spurious and adulterated drugs. The defendants made 
a written report intended to be presented, and which was pre- 
sented, to the secretary of the treasury, in which they charged the 
plaintiff, who was examiner and inspector of drugs, with gross 
violation of his official duty; and it was held that such report, 
having been made in good faith and upon probable cause, for the 
purpose of arresting the sale and use of spurious and adulterated 
medicines, was a privileged communication. 

In Atwill v. Mackintosh, 120 Mass. 177, an action for libel, 
it appeared that the defendant was employed by the father of 
the plaintiff's wife to accompany her home on a visit to her 
parents, and that the defendant was directed to make inquiries 
concerning the general standing of the plaintiff. On the return 
of the defendant, he reported the result of his inquiries to the 
father and wrote the letter, alleged to contain the libel, and to 
the same effect, to the mother of the plaintiff’s wife. It was held 
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by the court that the trust which the defendant had assumed, and 
the relation in which he stood to the parents of the plaintiff's 
wife, created an occasion which made the communication privi- 
leged, if fairly made. 

In the case entitled In re Investigating Commission, 16 R. I. 
751, it is held that the reports of a commission appointed by the 
governor to inquire into the truth of certain representations of 
malfeasance and non-feasance, is a communication qualifiedly 
privileged. 

Reports of Mercantile Agencies and Others. 

The foregoing cases, under the head of “Investigations and 
Reports,” evidently announce rules that should govern in actions 
of libel or slander growing out of the reports, information, or 
advice given to his principal or employer by a public accountant. 
The following cases, relating to the somewhat analogous reports 
of mercantile agencies, may also throw some light upon the sub- 
ject. It is apparent that the decisions under both of these heads 
are controlled by the general principles applicable to other priv- 
ileged communications. 

A communication made by the proprietors of a mercantile 
agency, in respect to the character and financial standing of a 
business man is privileged when made in confidence and in good 
faith, to a subscriber who has an interest in the information com- 
municated. But such a communication is privileged, only when 
it is confined to those having an interest in the information. (18 
Am. & Eng. Encyce. of Law, (2nd ed.) 1035.) 

On the same principle, where a subscriber makes an inquiry 
of a mercantile agency in regard to the business standing of a 
third person, and the agency applies to its local agent for such in- 
formation, the communication made by the agent will be priv- 
ileged. (18 Am. & Eng. Encyc. of Law (2nd ed.) 1035, note.) 

In Ormsby v. Douglass, 37 N. Y. 477, it is held that a con- 
fidential communication, by the proprietor of a mercantile agency, 
to a subscriber, who is interested in the question, respecting the 
credit of a third person, is privileged, and that to maintain an 
action for slander on account of such communication the plaintiff 
must not only show it to be false, but also malicious ; and that in 
such case, the falsity of the charge is not sufficient of itself to 
raise the inference of malice. 

On the other hand, in Sunderlin et al. v. Bradstreet et al., 
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46 N. Y. 188, the Bradstreets, being proprietors of a mercantile 
agency engaged in collecting and circulating among its patrons, 
information as to the standing and financial credit of merchants, 
were held liable for a false report thus disseminated, injurious to 
the credit of the plaintiffs although made in good faith, and upon 
information deemed reliable. This was on the ground that the 
communication, being made to those not interested in the infor- 
mation, was officious and unauthorized, and therefore not pro- 
tected, if it were in fact false. Such an agency, it is said, must 
be subjected to the ordinary rules of law that are appliable to 
others. If anyone having an interest in knowing the credit and 
standing of the plaintiffs, or whom the defendants supposed and 
believed to have such interest, had made the inquiry of the de- 
fendants, and the statement in the alleged libel had been made 
in answer to such inquiry, in good faith, and upon informa- 
tion upon which the defendants relied, it would have been privi- 
leged. 

A mercantile agency is subject to the same rules of law as 
other persons who have a just occasion for making statements 
which are charged to be libels. (Locke v. Bradstreet, 22 Fed. 
771.) 

Public Meetings. 

The publication of defamatory matter is not privileged be- 
cause made at a public meeting. But at meetings of public bodies 
having certain duties to perform, what is said in the exercise of 
such duties, pertinent to the matter in hand, and within the juris- 
diction of the meeting, is privileged. 

For instance, the defendant at a parish meeting for the nom- 
ination of overseers, imputed to the plaintiff, who was put up for 
re-election, that whilst holding office previously, he had misap- 
propriated the parish moneys; it was held to be privileged if 
bona fide. 

A shareholder of a railway company, having summoned a 
meeting of the shareholders, to which meeting he invited the re- 
porters to the press to attend, and at which meeting he made de- 
famatory comments on the plaintiff, one of the directors, in his 
connection with the company, held that although they might 
have been privileged, if made at a meeting composed only of 
shareholders, they were not privileged at a meeting at which 
other than shareholders were present. (Townshend, 414, 415.) 
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Crimes and Misconduct. 

It is a duty which every one owes to society and to the state 
in which he lives to assist in the investigation of any alleged mis- 
conduct and to promote the detection of crime. All information 
given in good faith in response to any inquiries made with this ob- 
ject is clearly privileged. But this duty does not arise merely 
when confidential inquiries are made. If facts come under any 
person’s knowledge which lead him reasonably to conclude that a 
crime has been or is about to be committed, it is his duty at once 
to give information to the public authorities or to the persons in- 
terested. (Newell, 500.) 

Instances: One who honestly suspects another of stealing 
may make a communication which will be privileged to the same 
extent as if the fact was known. (Billings v. Fairbanks, 139 
Mass. 66. Cited Newell, 501.) 

Words charging a party with theft, spoken in good faith under 
a belief of their truth and with probable cause, to a police officer 
employed to detect the robber, are in the nature of a privileged 
communication and are not actionable. (Smith v. Kerr, 1 Edm. 
(N. Y.) Sel. Cas., 190. Cited, Newell, 506.) 

Words spoken by a person who has preferred a criminal com- 
plaint, in the presence of the magistrate, averring the truth of his 
complaint, are not actionable. (Allen v. Crofoot, 2 Wend. (N. 
Y.) 515. Cited, Newell, 506.) 

Charges against Public Officers. 

It is the duty of all who witness any misconduct on the part 
of a magistrate or any public officer to bring such misconduct to 
the notice of those whose duty it is to inquire into and punish it; 
and, therefore, all petitions and memorials complaining of such 
misconduct, if prepared in good faith and forwarded to the 
proper authorities, are privileged. And it is not necessary that 
the informant or memorialist should be in any way personally 
aggrieved or injured; for all persons have an interest in the 
pure administration of justice and the efficiency of our public 
offices in all departments of the state. 

The party complaining must be careful to apply to some per- 
son who has jurisdiction to entertain the complaint, or power to 
redress the grievance, or some duty or interest in connection 
with it. 

If, without express malice, I make a defamatory charge which 
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I bona fide believe to be true against one whose conduct in the 
respect defamed has caused me injury, to one whose duty it is, 
or whose duty I reasonably believe it to be, to inquire into and 
redress such injury, the occasion is privileged ; because I have an 
interest in the subject-matter of my charge, and the person to 
whom I make the communication has on hearing the communica- 
tion a duty to discharge in respect of it. (Newell, 504, 505, 507.) 

Illustrations: The plaintiff was a sanitary inspector under the 
statute 41 and 42 Vict., ch. 74, sec. 42, appointed by the local 
authority, but removable by the privy council; the defendant ad- 
dressed a letter to the privy council, charging the plaintiff with 
corruption and misconduct in his office. Held, that no action lay 
without proof of malice. (Proctor v. Webster, 16 Q. B. D., 112.) 

A memorial to the home secretary or to the lord chancellor, 
complaining of misconduct on the part of a country magistrate, 
and praying for his removal from the commission of the peace, 
is privileged. (Harrison v. Bush, 5 E. & B., 344.) 

Communications Induced by the Plaintiff. 

If the only publication that can be proved is one made by the 
defendant in answer to an application from the plaintiff, or some 
agent of the plaintiff, demanding explanation, such answer, if 
fair and relevant, will be held privileged ; for the plaintiff brought 
it on himself. 

A person is not to be allowed to entrap people into making 
statements to him on which he can take proceedings. And again, 
if rumors are afloat prejudicial to the plaintiff which he is anxious 
to sift and trace to their source, all statements made bona fide 
to him or any agent of his in the course of the investigation are 
rightly protected. (Newell, 515.) 

Alleged defamatory statements, invited or procured by plain- 
tiff or a person acting for him in response to a request regarding 
him, will not support an action for libel. (Melcher v. Beeler, 110 
Pac. 192. Colo.) 

Communications in Self-defense. 

Every man has a right to defend his character against false 
aspersion. It is one of the duties which he owes to himself and 
to his family. Therefore, communications made in fair self-de- 
fense are privileged. If a person is attacked in a newspaper, he 
may write to the paper to rebut the charges, and may at the same 
time retort upon his assailant, where such retort is a necessary part 
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of his defense or fairly arises out of the charges he has made. 
But in rebutting an accusation the party should not state what he 
knows at the time to be untrue, or intrude unnecessarily into the 
private life or character of his assailant. The privilege extends 
only to such retorts as are fairly an answer to the attacks. 
( Newell, 519.) 


CAUTIONS 


It may be well in closing to make the following suggestions: 

1. Unnecessary Publicity. 

Where the expressions employed are allowable in all respects, 
the manner of publication may take them out of the privilege. 
Confidential communications must not be shouted across the street 
for all passers-by to hear. Nor should they be transmitted by 
postcard or telegram, which others may read. They should be 
sent in a letter properly sealed and fastened. If the words be 
spoken, the defendant should choose a time when no one else is 
by except those to whom it is his duty to make the statement. It 
is true that the accidental presence of some third person, unsought 
by the defendant, will not take the case out of the privilege; but 
it would be otherwise if the defendant purposely sought an op- 
portunity of making a communication prima facie privileged in 
the presence of the very persons who were most likely to act 
upon it to the prejudice of the plaintiff. (Newell, 477.) 

For instance, the manager and the directors of a joint-stock 
company have a common interest in discussing the affairs of the 
company ; but that does not justify the manager in making per- 
sonal charges of fraud against the directors in a public news- 
room. (Sewall v. Catlin, 3 Wend. (N. Y.) 292. Cited, Newell, 
533) 

2. Exaggeration. 

Where a person, acting under a sense of duty, makes a com- 
munication which he reasonably believes to be true, he must be 
careful not to be led away by his honest indignation into exagger- 
ated or unwarrantable expressions. The privilege extends to 
nothing which is not justified by the occasion. (Newell, 477.) 

A rumor should never be stated as a fact; and in repeating a 
rumor care should be taken not to heighten its color or exaggerate 
its extent. If the only information possessed is contained in a 
letter, he should be given the letter and left to draw his own con- 
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clusions. A person should not speak with the air of knowing of 
his own knowledge that every word is a fact when he is merely 
repcating gossip or hazarding a series of reckless assertions. If 
time allows, and means of inquiry exist, he should make some 
attempt to sift the charge before spreading it. In short, confiden- 
tial advice should be given seriously and conscientiously ; it should 
be manifest that the person does not take a pleasure in malign- 
ing the party, but is compelled to do so in the honest discharge of 
a painful duty. (Newell, 495.) 

He must also be careful to avoid the use of exaggerated ex- 
pressions; for the privilege may be lost by the use of violent 
language when it is clearly uncalled for. And especially in cases 
where a rumor reaches him of which he feels it his duty to inform 
the others who are equally interested with himself in its subject- 
matter, he should be very careful to report it precisely as he heard 
it, without any addition or exaggeration. (Newell, 532.) 

3. Pertinency. 

It must be remembered that although the occasion may be 
privileged, it is not every communication made on such occasion 
that is privileged. It is not enough to have an interest or duty 
in making a communication ; the interest or duty must be shown 
to exist in making the communication complained of. A com- 
munication which goes beyond the occasion exceeds the privilege. 
( Newell, 477.) 

The answer must be pertinent to the inquiry. If, where one 
is asked the party’s name or address, he must not commence to 
disparage his credit, conduct, family or wares. The reply must 
be an answer to the question, or reasonably induced thereby, and 
not irrelevant information gratuitously volunteered. (Newell, 
495.) 

So, too, in making a communication which is only privileged 
by reason of its being made to a person interested in the subject- 
matter thereof, a person must be careful not to branch out into 
extraneous matter with which he is unconcerned. The privilege 
only extends to that portion of the communication in respect of 
which the parties have a common interest or duty. (Newell, 
532.) 
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EDITORIAL 
Corporations and Advertising 


It is estimated that the money expended annually for adver- 
tising in the United States amounts to over $500,000,000. Some 
statisticians hold that the total is nearer $1,000,000,000. What- 
ever the exact figures may be, there is no doubt that it would 
seem stupendous and extravagant to the business men of the last 
generation. Special attention has been called to these enormous 
expenditures during recent years on account of the belief held by 
many people that advertising is in large measure responsible 
for the higher cost of living. A year or two ago a legislative 
commission was created in Massachusetts for inquiry into the 
cause of rising prices. Its experts reported advertising as one 
of the causes, assuming that advertising was an expense which 
the ultimate consumer is forced to pay. This assumption is by 
no means warranted. During the last twenty years advertising 
has been a force making for lower prices rather than for higher 
prices. In his thoughtful address before the advertising clubs 
of Boston, which is printed in this number of THE JOURNAL, 
Mr. Sells shows very clearly that advertising may sometimes be 
treated as an expense and sometimes as an investment. In 
neither case does it become a factor of prices. The purpose of 
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advertising is to create larger markets and to increase the scale 
of production. If the advertising is wisely directed, lower costs 
and lower prices are the inevitable result; if it is foolish and 
unproductive, the advertiser cannot save himself by raising prices 
—he simply goes into bankruptcy. 

Mr. Sells declares that in his opinion “ big business” in the 
United States is honestly managed, and that the managers ought 
to court the limelight of the advertising man. Beyond the Al- 
leghanies, so far as we can judge by the temper of western news- 
paper editorials, Mr. Sells’ first proposition will be greeted with 
scorn. For some reason or other the people of the West have 
lost all patience with corporations. Every successful corpora- 
tion, particularly if it is selling goods all over the world, is a 
trust, and its officers ought to be in jail. They are guilty of 
every devilish act of which they may be accused by any news- 
paper editor, member of a legislature, or member of Congress. 

Mr. Sells, having had the opportunity to examine the ac- 
counts of many of these miserable trusts, and having found that 
most of them are doing their best to make six per cent in honest 
fashion, expresses the opinion that it would be a good thing for 
the country if the information which he has obtained in a profes- 
sional capacity could be in the possession of the public. So he 
urges the advertising experts to begin a campaign for the pub- 
licity of corporation finances. His words are most timely. Na- 
ture is “doing her darndest” for the business of the United 
States. Crops are bountiful and other countries are prosperous. 
Yet in this country, when we turn to the business and financial 
columns of the newspapers, we read only of declining prices and 
gloomy prospects. There is only one adequate explanation of our 
hard times—the people through their politicians, for reasons we 
need not stop to discuss, are making it impossible for the man 
with money to invest it without grave risk that the profit, if 
not the whole principal, may be taken from him by legislative 
act or judicial opinion. 

It is hard to say just who is to blame, but it is well that Mr. 
Sells has called attention so clearly to the necessity for relief. 
He speaks impartially as becomes a public accountant. He does 
not, like Mr. George W. Perkins, speak as the officer of a corpo- 
ration, and no man who knows him will accuse him of bias one 
way or the other. As an accountant he has first-hand knowledge 
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that American corporations are, as a rule, under the control of 
able, intelligent, honorable men. As a thoughtful American 
citizen he knows that popular prejudice against corporations, 
since it must result in attacks upon them, means dull business, 
hard times, low wages. Hence he urges publicity of corporate 
affairs, and it is fitting that his words were addressed to men of 
whose profession publicity is the essence. 

A copy of his address should be in the hands of every cor- 
poration official in the United States. The people of the United 
States do not understand the so-called corporation problem. Most 
men have a vague idea that the corporations of the country are 
owned and controlled by a few multimillionaires and that they 
are operated without any regard to general welfare and wholly 
for the selfish interests of the few. The owner of a corner gro- 
cery does not realize that his success is at all dependent upon the 
prosperity of the powerful corporations with which he is brought 
into contact. If he is forced to raise prices, he throws the 
blame either upon the railroads, or upon the corporations and 
trusts from which he buys his stock. He believes they are his 
enemies, and so far as possible he makes his customers share 
his view. The remedy which Mr. Sells suggests is the only one 
possible if corporations are to continue operation under re- 
stricted private management. 

It is to be hoped that some of those energetic and resourceful 
men who heard Mr. Sells in Boston will see the significance of 
his words and really get after the corporations. It will not be 
an easy task, for it will be pioneer work, and very few corpora- 
tion managers will admit offhand that the good-will to be ob- 
tained through publicity will be a measurable or valuable asset. 
Nevertheless Mr. Sells is absolutely right. A gas company, a 
street railway company, a telephone company, even the Western 
Union Telegraph Company, can increase its business and its divi- 
dends by stimulating the growth of tolerant and friendly pub- 
lic sentiment. When a corporation in doing its best to serve the 
public, it should not merely welcome publicity, it should seek 
publicity. Its advertising manager should rank among the most 
important of its officers and he should talk freely to the public, 
not merely about the commodities the corporation has to sell, 
but about its methods and its policies—everything, in fact, ex- 
cept the few trade secrets that must be hid from competitors. 
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Editorial 


The biggest corporation in the United States is the United 
States Steel Trust. Its policy has been to give the public full 
certified statements of its affairs and operations. As a result, 
it has friends everywhere. Few people are hoping that the Con- 
gressional inquiry now under way will lead to disclosures justify- 
ing prosecution by the Government. On the other hand, the 
Standard Oil Company has always seemed to love the dark. Peo- 
ple feared it, not so much because of what it was doing as be- 
cause of what they thought it might do, and among the plain 
people no tears were shed when the Supreme Court ordered its 
dissolution. 


An Explanation and An Invitation 


A correspondent has recently expressed the opinion, not alto- 
gether unjustly, that THE JouRNAL contains too little material 
relating directly to accounting. Some of the articles seem to him 
to have no possible bearing on the subject. Scientific Manage- 
ment, he admits, is entirely within the field of a “ Journal of 
Accountancy ”; politics, however, he would distinctly exclude. 

It has always been the belief of THE JouRNAL that the term 
“ Accountancy ” includes a vast deal more than even some ac- 
countants claim for it. As a profession, it is by no means circum- 
scribed by the narrow limits of technical knowledge; its scope 
covers the whole field of business, and the economic laws on which 
business is based. Anything that conduces to the better under- 
standing and application of economics to business is of funda- 
mental importance to the accountant, and to all who are interested 
in accounting and accountancy. For that reason THE JOURNAL 
has not hesitated to publish articles that may not seem, at first 
glance, to be within hailing distance of accountancy. 

It is possible, indeed, that we have been led too far afield by 
our rather broad interpretation of our rights and duties. The 
field of politics should, perhaps, have been left for others. And 
yet is not politics, after all, one of the most potent influences on 
business? Is it not, in theory at least, another practical application 
of economics? With partisan politics, of course, THE JoURNAL 
has no concern. But in all measures that have any vital influence 
upon business conditions or methods—and such measures are in 


377 





The Journal of Accountancy 


the majority—THE JOURNAL may well show its concern by a prac- 
tical discussion that must be of interest to accountants and that 
should, so far as possible, reflect this point of view. 

All this is not to say that the more purely technical matters 
of accounting should be neglected. Tue JourNaL does not will- 
ingly subordinate the spread of accounting knowledge to the 
spread of knowledge about allied subjects. It is unfortunately 
the truth, however, that the former is the more difficult to secure. 
Accountants of wide experience who are qualified to write with 
authority upon some one of the many phases of this work—and 
they are among our best friends—do not always find the leisure 
to put their ideas upon paper. 

It may be, too, that some are too modest to feel that they have 
ideas of interest and help to the community. This theory, how- 
ever, seems inconsistent with the reputation of the accountant 
which credits him with extraordinary knowledge and ability. The 
opposite may be nearer the truth; namely, that many accountants 
are fearful of exposing the secrets of their profession, or their 
lack of them. Whatever the explanation, THE JouRNAL pro- 
foundly laments the condition. It has never suffered from serious 
dearth of material; on the other hand, it has never been embar- 
rassed by a surplus of riches. It has always welcomed and will 
always welcome with gratitude articles on accounting subjects or 
subjects connected with accountancy. And without wishing ac- 
countants dull business, we may without malice wish them suffi- 
cient leisure to write such articles. 

Only so can THE JouRNAL be made to fulfil the high mission 
of which it is capable. Only so can accountancy take the high 
place among professions that is daily coming closer to its reach. 

Let this explanation of THE JoURNAL’s part serve as an invi- 
tation to accountants to improve its future. The invitation is 
personal. We want the co-operation of readers, not merely with 
subscriptions, nor even with good will, but, far more valuable 
than either, with knowledge and ideas. 
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Chartered Accountants Advertising 


The following correspondence and the editorial in reply, reprinted 
from The Accountant, may be of interest to the readers of THE JoURNAL. 


(To the Editor of The Accountant.) 


Sir,—I have noticed that your attitude towards the subject of Char- 
tered Accountants Advertising has been somewhat uncompromising, even 
towards young practitioners who are just commencing business, and I 
would like to call attention to the fact (which must be within the knowl- 
edge of all your readers) that certain Chartered Accountants habitually 
use the advertising columns of your journal in order to publish their 
coaching classes. These advertisements appear to me to be in defiance 
of that strict professional etiquette of which you have been so staunch 
an advocate; and appearing, as they do, in The Accountant, they must 
come under the notice of nearly the whole of the articled clerks and 
others to whose attention, I presume, they are directed. The whole of 
the possible clientéle is thus canvassed, and students from all parts of 
the country join Correspondence Classes. It appears to me that this 
class of business is carried on by a comparatively small number of Char- 
tered Accountants, and if those at present engaged in coaching have not 
already acquired a monopoly, and their advertisements were to be pro- 
hibited by the Institute, there might be a chance for the ordinary prac- 
titioner to obtain a share of this fairly remunerative work in his own 
neighborhood. 

The point I wish to make, however, is that, as Chartered Accountants 
(generally speaking) are not allowed to advertise, an exception should 
not be made in favor of the few who undertake the class of work re- 
ferred to. The young accountant who has just qualified has to sit quietly 
in his office until work is brought to him, and it seems unfair to him 
that certain other accountants, some of whom stand high in the pro- 
fession, should have an advantage over him in this respect. I think there 
is no special qualification required in order to teach accountancy, and 
kindred subjects, which the majority of Chartered Accountants do not 
possess, and if this be admitted, I submit that all the Chartered men, as 
well as members of the Society of Incorporated Accountants, should toe 
the line, and thus give an equal opportunity to their colleagues of ob- 
taining a share of this work. Truly yours, 

Pari Passu. 

Our correspondent takes the view that, if advertising on the part of 
Chartered Accountants is unprofessional in any case, the rule ought to 
be adhered to consistently, so as to prohibit certain Chartered Account- 
ants from advertising that they conduct coaching classes; and apparently 
his chief ground for putting forward this contention is that, if these 
advertisements were to be prohibited by the Institute, there might be a 
chance for the ordinary practitioner to obtain a share of this fairly re- 
munerative work in his own neighborhood. 

We cannot, of course, state what is the official view with regard to 
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the matter. The rule against advertising, as we understand the matter, 
is against advertisements inviting employment as a professional account- 
ant; and we take it that the reason for this prohibition is not really to 
enable those who do not advertise to obtain a share of such work as 
there may be available, but because it is considered that this particular 
form of advertisement lowers the dignity of the profession as a whole. 


We do not think, as a matter of fact, that advertising per se is for- 
bidden. Every professional accountant has occasion to advertise from 
time to time somewhat frequently. Thus, in connection with every bank- 
ruptcy, the trustee is required to advertise his appointment; to advertise 
for claims; to advertise his intention to declare dividends, as well as the 
actual declaration thereof; and further advertisements appear in connec- 
tion with which his name is mentioned when the Board of Trade grants 
his release. Again, during the continuance of his appointment he very 
frequently has occasion to advertise assets for sale; and a similar need 
of advertisement arises in connection with liquidations, trusteeships under 
deeds of arrangement, receiverships, and the like. No one has ever sug- 
gested—and we take it that no one ever would be likely to suggest—that 
such advertisements ought to be discouraged, as being detrimental to the 
dignity of the profession; yet it is incontestable that they do help the 
accountant whose name is put forward to increase his connection, by 
bringing his name to the notice of persons who otherwise might perhaps 
never have heard of it. Similarly, the name of a firm of accountants on 
a company prospectus as auditor, or of a member of such firm on a 
prospectus as secretary, or as director, is certainly in one sense an adver- 
tisement—and an advertisement which is likely to lead to an increase of 
business. So far as we are aware, however, nobody has yet objected to 
this form of advertisement; and we take it that the reason is that al- 
though it is undoubtedly an advertisement of a sort, it is not an objec- 
tionable form of advertisement which would be undesirable in itself. 

As regards coaching. It is, we think, quite doubtful whether coach- 
ing can be said to form part of the regular business of the professional 
accountant, and therefore quite doubtful whether an advertisement that a 
professional accountant is open to undertake coaching is an advertisement 
inviting the public to entrust him with work as a professional account- 
ant. It is only during comparatively recent years that coaching by pro- 
fessional accountants has come into existence at all; and even at the 
present time we doubt whether 2 per cent. of the members of the Institute 
have ever done any coaching in their lives. That being the case, it is, 
it seems to us, quite an open question whether an advertisement dealing 
with coaching is an advertisement coming within the prohibited limita- 
tions. On the whole it is, we think, far more upon the lines of an adver- 
tisement of a book written by a professional accountant. No one, so 
far as we are aware, has ever suggested that professional accountants 
who write books should stipulate with their publishers that such books 
should not be advertised, directly or indirectly. Any such stipulation 
would, of course, be fatal to financial success; and, what is perhaps more 
to the point, would render the time devoted to the preparation of such 
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books waste time, in the sense that, for all practical purposes, they would 
be lost to the profession. Even the medical profession, which is perhaps 
the strictest of all on the question of advertising, places no restriction 
whatever upon the advertisement of books written by members of the 
medical profession; and we take it that the reason for this somewhat 
wholesale exception to the general rule is that the writing of books is 
regarded as something distinct from ordinary professional practice. 

On the other hand, it may be argued that there is a broad distinction 
between an advertisement by a publisher inviting the public to purchase 
a particular book, and an advertisement by a professional man inviting 
the public to employ him in some capacity—even although it may not be 
in a capacity that comes strictly within professional limits. Regarded, 
however, as the advertisement of a professional man seeking employ- 
ment, here again it is not the practice of any profession to prohibit such 
advertisements. And there is perhaps the less reason for any such pro- 
hibition when the object of the advertisement is to obtain employment 
from among those within the ranks of the profession, and not from the 
general outside public. But, however that may be, we take it that the 
real reason for the distinction between the one class of advertisement 
and the other is that it is considered that there are certain kinds of 
advertisements which are not derogatory to the dignity of the profession 
as a whole, but are, on the other hand, convenient to the profession as 
a whole. That the object of the rule is not to prohibit advertising per se, 
but to prohibit certain forms of advertisement which it is considered are 
objectionable in themselves, or liable to lead to abuse. As coming under 
this latter heading, it may be pointed out that Chartered Accountants 
have in the past occasionally been suspended from membership for no 
other reason than that they allowed their names to be included in adver- 
tisements put forward by clients, in cases where the Council formed the 
opinion that such advertisements were objectionable in form or in 


substance. 


Alabama Accountants Organize 


A declaration of the incorporation of the State Association of Public 
Accountants has been filed in the probate courts of the State of Alabama. 
The purpose of the corporation is to elevate and maintain a high stand- 
ard of the profession of accountancy, and to establish into one body all 
the public accountants of the State. The organization will maintain a 
library containing books on accounting for general use by its members, 
and will provide other facilities in connection with the profession of 
accountancy. The officers are: J. B. Simpson, president; T. S. Neville, 
vice president; G. L. Lemon, secretary; C. S. Huffman, treasurer. 
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Epitep spy Lee GaLtLoway, Pu.D. 


PRINCIPLES OF INDUSTRIAL ENGINEERING, by CHartes Bux- 
ton Gornc, M.C.S., Managing Editor of the Engineering Magazine. 
Published by the McGraw-Hill Book Company, 239 West 39th Street, 
New York City. 1911. Price, $2.00 net. 


FACTORY ORGANIZATION AND ADMINISTRATION, by Huvuco 
Diemer, M.E., Professor of Industrial Engineering, Pennsylvania 
State College. Published by McGraw-Hill Book Company, 239 West 
30th Street, New York City. 1910. Price, $3.00 net. 


The primary purpose of Mr. Going’s book is to supply a general back- 
ground for those books which treat of Works Management from a more 
technical point of view. “As here presented,” says the author, “the text 
takes the form evolved from three years’ experience in the class room at 
Columbia, somewhat modified from the manner of the lecture platform, 
and adapted to meet the needs of a more general study as discovered by 
contact with non-technical audiences at Harvard and the New York Uni- 
versity.” 

The author keeps in mind continually that the technical man must be 
brought to see the broader field of industry in which his work lies as a 
very important part. “ There were centuries in which the inventor of the 
steam engine, far from being rewarded, would have been burned at the 
stake as a magician. ... We are much more civilized now. Inventors 
who are ahead of their times are no longer burned; they are merely 
allowed to starve to death; while those who are timely, but not commer- 
cially shrewd, are usually swindled by some promoter, who in turn is 
frozen out by a trust. In any case, you see, the simple technician gets 
the worst of it industrially, not because his physical science is weak, but 
because his commercial and mental shrewdness are not correspondingly de- 
veloped.” This is only another way of saying that the technical man 
whether he is an engineer or an expert accountant loses the real 
significance of his calling, unless he grasps its commercial bearing. 
Knowledge of how to build a railroad is no more important than a knowl- 
edge showing where it is profitable to build. Knowing how to trace 
gains and losses in a system of accounts is of less importance than a com- 
mercial knowledge which can account for gains and losses. From the 
practitioner’s own point of view, unless he is working for the love of the 
art, his work leaves off at the point where the big pay begins. Sound 
business judgment is what the industrial world is willing to pay for. And 
what better basis can a man have for attaining this higher commercial 
rating than a thorough technical training? But it should be supplemented 
by a study of the great commercial facts and forces that give his calling 
any meaning or cause for existence. And these forces are not all physical. 
The greatest industrial problems of to-day are complicated by the injection 
of psychical forces which must be accounted for. “ When a technical 
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man,” says Mr. Going, “has a proposition to put before an individual or 
a group of individuals or society at large he is very likely to think that 
scientific demonstration of its technical soundness ought to be convincing. 
You will find, however, that men at large will substantially ignore scien- 
tific proof, and that you must add to it, second, proof of the commercial 
or economic argument, and third, that psychological force which con- 
vinces not the reason but the emotions. In all industrial engineering, 
which involves dealing with men, this psychological or human element is 
of immense, even controlling importance.” These words are just as ap- 
plicable to the accountant as to the industrial engineer. Both of these 
classes deal with much the same work—only they approach it from 
a somewhat different angle—and there is not a word in the book either 
of information or philosophical deduction that is not just as valuable to 
the accountant as to the industrial engineer. And no business man need 
shy at the word philosophical. There is no obscurity or haziness left about 
Mr. Going’s ideas when he reduces his observations to a generalization. 
He realizes what so few writers on Works Management, Cost Keep- 
ing, Cost Accounting, etc., seem to comprehend; that only by tracing 
the fundamental principles underlying the various systems can distinctions 
or differences of any real importance be drawn out and established. For 
example, what a world of confusion there is to-day over the differences 
between the various wage systems as developed by Halsey, Taylor, Gantt, 
Emerson, Rowan, Towne, etc. By careful analysis, Mr. Going shows that 
the first difference lies in the attitude of the inventors of these systems 
toward the problem of Works Management as a whole. Mr. Halsey, Mr. 
Rowan and others who have devised valuable schemes for rewarding 
labor in order to increase its efficiency, have looked at the labor problem 
as an independent unit capable of being treated independently of the other 
factors in gaining industrial efficiency, or at least they have not developed 
a complete system for raising all the factors to the highest point of 
efficiency (of which labor is only one). Taylor, Gantt and Emerson on 
the other hand treat the wage question as only one of a number of elements 
which make up a philosophy of Works Management. By keeping funda- 
mental principles in view the author is able to show that the differences 
in methods by which each man figures his bonus, his premium, his differ- 
ential rate, etc., is not so important from a mathematical point of view as 
the difference in effect made upon the working people who must live 
under them. The following quotation illustrates the distinction which the 
author emphasizes and shows with what keen insight he has studied the 
different systems. 

“ Because Halsey and Gantt both grant day wages as a minimum and 
add something more if a man exceeds standard performance, there is an 
unfortunately general but ill-informed impression that the systems are 
much alike. Psychologically—that is, in their interpretation of and appeal 
to human emotions—they are almost diametrically unlike. They seek 
similar results (an increase of production) and they offer a similar re- 
ward (pay for time saved) but by contradictory policies. Halsey is so de- 
sirous not to ‘stir up things’ that he scarcely lets the men know that 
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times are being studied. Gantt is so desirous to make large output possible 
that he would make most radical and far-reaching changes if necessary to 
remove causes of inefficiency. Halsey relies entirely on the workman’s 
ability to find ways of shortening the standard time. Gantt analyzes each 
job scientifically, resolves it into its elements, determines the best way 
and the minimum time for performing each, and will not even let a work- 
man try to earn a bonus until the man has been thoroughly instructed by 
an expert. Halsey abhors the idea of setting any ‘task’ as the limit a 
man must reach. Gantt glories in the ‘task’ as a stimulus to effort, and 
makes such a task the goal a man must reach before bonus begins. Halsey 
tempts the man on by at least a small premium for even a trifling gain 
in the time used. Gantt gives no bonus until the very large gain neces- 
sary to reach his task limit has been made, and then he gives a great big 
bonus—25 per cent. or 50 per cent. all at once. 

“ Halsey avoids class distinctions by making the passage from day-wage 
earnings only to premium earnings a progress of insensible gradations. 
Gantt emphasizes class distinction not only by the sharp and wide break 
between day wages and bonus earning, but by encouraging outward signs 
and symbols of bonus earning—encouraging the group of bonus workers 
and the creation of a bonus society, entry into which is a desirable goal for 
those who are still in the no-bonus class. 

“These things are really more important in dealing with men than 
questions of 20 per cent., or 30 per cent., or 50 per cent. premiums; and in 
these things the philosophies of Gantt and Halsey take widely different 
and opposing views. 

“The Emerson efficiency or individual-effort system has certain re- 
semblances to both the Halsey premium and the Gantt bonus plans. It 
recognizes that there is truth in the psychology of both these systems, 
different as they are psychologically, and it recognizes advantages in both 
their methods. Nevertheless, although it has these resemblances it pro- 
ceeds by a philosophy and a plan of its own, which is distinct and char- 
acteristic.” 

Mr. Going treats the subject of distribution of expense in the same 
thorough and simple way. Without doubt he has given the clearest in- 
terpretation of the various methods employed in the distribution of the 
overhead that has yet been printed. He sees the distinction between the 
different methods more clearly than the men who champion one system as 
against all others,—or at least—he can state the case of each method with 
greater power. Mr. Going reaches the understanding of his readers by a 
wealth of figurative language which the majority of books of this kind 
entirely lack. For example, in opening the chapter on the nature of ex- 
pense distribution he says: 

“One underlying idea appears in all the methods of expense distribu- 
tion or apportionment that are commonly employed. It is this: Expense, 
as has been repeatedly pointed out, does not naturally connect itself with 
individual jobs or individual units of product. It gathers like one gen- 
eral cloud over the whole business, but not in distinct wreaths around 
each transaction. Material and direct labor, however, do, from the begin- 
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ning, identify themselves with individual operations or individual units of 
product. You can almost see each job, as it goes through, attach to it- 
self successive items of material and of work. You can see each man 
and each machine putting materials and work together, in visible and 
measurable quantities, until each piece of product is completed. Now, 
the underlying idea of all methods of expense distribution or apportion- 
ment is to use some one or more of these visible, tangible, measurable 
elements as a gauge, and to pro-rate the expense allotment by it. That is, 
they burden each job or each unit of product in proportion to the material 
that goes into it, or the wages paid for it, or the time spent working on 
it, or the use it makes of the machines and other facilities in the factory. 
This gives us five cardinal methods of expense distribution: By material, 
by percentage on wages, by man hours, by machine rates, and by produc- 
tion factors.” 

Other chapters that will prove fully as worthy of the cost accountant’s 
attention as those on Wage Systems and Distribution of Expense are 
those on the Origin and Reflex Influences of the Industrial System; 
Principles of Industrial Organization; Forms of Industrial Ownership; 
Nature of Expense; Philosophies of Labor Management and Materials. 
The last chapter deals with the purchasing department; duties of the 
stores department; standardized listing of stock; systematic arrangement 
of stock; stock records, maximum and minimum limits; influence of 
materials on manufacturing plant design. 

No two books could supplement each other better than Mr. Going’s 
Principles of Industrial Engineering and Professor Diemer’s book on 
Factory Organization and Administration. The difference in general 
method of attack may be illustrated by these two quotations. Mr. Going 
says of piece work: “ But there is a fault of principle inherent in piece 
rates, and that is that they put all the uncertainties of production on the 
workman. Suppose a man is machining steel castings at so much per 
piece. He may have delivered to him a lot of hard metal parts that take 
four or five times the expected time to finish. For that period, at least, 
he cannot make living wages.” In criticising this system Professor Diemer 
attacks it thus: “ Piece rate will always be found most satisfactory where 
muscular effort predominates, or in work where a low grade of intellect 
exists—such labor as the simpler classes of molding and foundry work, 
shoveling coal or dirt, unloading or wheeling pig iron, ore, bricks, etc. 
In work of this kind there is no danger of the overhead operating expense 
being unduly increased as the man’s productive work increases.” While 
one book lays emphasis upon the distinctions which arise due to the differ- 
ent natures of the elements, factors, s:’stems, etc., found in industry, the 
other book emphasizes the differences in results which are found under 
various practical conditions, where these systems are used. If you wish 
to understand the nature of expense, for instance, read Going; if you 
want to see how the various systems of expense work under typical con- 
ditions of factory management read Diemer. 

Wherever the author of Factory Organization thinks an illustration or 
a cut will help the reader to understand the nature of the practice followed 
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in any department it is given. Altogether there are nearly 150 different 
forms distributed throughout the text. In the chapter on the Cost De- 
partment the following forms are given: Labor Sheet for recording labor 
on each component of each order; a Cost Summary showing in detail labor 
listed by operations, raw materials and manufactured items; a compara- 
tive Total Cost Record of Individual Parts; a Comparative Individual 
Operation Cost Record; a Comparative Individual Cost Record, giving 
data contained in the last one mentioned above, but specifying in addition 
the number of pieces made, the man performing the operation, his rate 
and premium; a Record of Raw Material Costs; an Insert Cost Sheet for 
bill of material covering contracts or complete machine orders, a Cost De- 
partment’s Record, showing location of bill of material cost records. Pro- 
fessor Diemer believes that the Cost Department should be independent of 
the head bookkeeper or superintendent. ‘“ Departmental separation has 
been found to be productive of far more accuracy, since the heads of the 
various departments will feel perfectly free to present matters just as they 
appear to them. 

“It is extremely important that the chief cost clerk or manager of cost 
department have time to think and compare. In a small establishment he 
may be able to do a considerable amount of calculation work, such as ex- 
tension of costs of material, but there are few machine-manufacturing 
establishments of any magnitude which would not find it a decided advan- 
tage to have available the comparative data that are obtainable if the 
whole time and energies of a man can be devoted to the work of intelli- 
gent arrangement and comparison of cost of individual pieces and entire 
machines.” 

Without doubt this must be the ultimate goal of every factory. The 
Cost Department must become more and more clearly differentiated as its 
true importance becomes recognized. Scientific “Cost Keeping” will 
necessitate a scientific system of cost accounts. With the growing recogni- 
tion of industrial engineering as one of the most important factors for 
increasing factory efficiency, the subject of Cost Accounting must gain in 
the attention paid to it. The relationship between the two is as close as 
that existing between thought and speech in our human activities. The 
industrial engineer analyzes conditions, discovers wastes and provides 
remedies. The Cost Accountant gathers the results, classifies them and 
gives them adequate expression through his system. 

The book as a whole is the best balanced of its kind that has come to 
our attention. The author keeps closely to the subject as indicated by its 
title. Beginning with chapters of industrial engineering and the economic 
theory of factory location the author leads the readers on through the 
planning of the factory buildings and the general organization of the 
factory, office and executive control to the consideration of the depart- 
mental details as seen in the drafting, purchasing, stores, production and 
other departments. Having taken up the descriptive elements pertaining 
to organization in the first half of the book the author devotes the re- 
mainder to a discussion of the various problems of labor, time-taking, in- 
ventory taking, inspection in machine shop and management. He then 
closes with a chapter on a Bibliography of Works Management. To the 
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man who is interested in the subject of scientific management this chapter 
which contains a brief review of each of the works’ mentioned, is one of 
the most valuable in the book. 

It is not always safe to quote the preface of a book in indicating its 
scope or usefulness, but in this case Professor Diemer’s preface aptly and 
truly indicates its purpose and its accomplishments. “ This book,” says 
Professor Diemer, “ is intended to be of service to officers of manufactur- 
ing corporations, works managers, superintendents, accountants, and the 
heads of such departments, as purchasing, stores, cost and production, 
and in fact to all employees of manufacturing corporations who desire to 
acquire a comprehensive grasp of the problems treated. It is the result 
of some twenty years’ experience on the part of the writer, of which time 
about one-half was spent as an employee and about one-half as a con- 
sultant.” And while Editor Going does not himself specify the persons 
to whom he directs his message, the reading of a few pages will soon 
convince anyone that his book would be valuable to every man engaged 
in the production of goods or services for sale—beginning with the board 
of directors down to the humblest employee at the factory bench. 


CHILDREN’S GARDENS. FOR PLEASURE, HEALTH AND 
EDUCATION, by Henry Griscom Parsons. Sturgis & Walton Co., 
New York, 1910. Price, $1.00. 


The business man may wonder why a volume devoted to a child’s in- 
terest and welfare should be reviewed in a technical business magazine. 
The title does not suggest all that the book contains. Primarily it does 
teach elementary agriculture in a clear straightforward way, including 
the making of simple tools, preparing the soil, planting, cultivating; etc., 
as well as the necessary nature study in connection with gardening, but 
that is not all. The purpose of the author is not alone to teach a child 
to grow so many radishes or so much corn on a given space of ground, 
but to impress upon him the dignity of manual labor, the importance of 
the individual’s care of public property, the necessity of civic co-operation 
and last of all the conservation of personal energy with economy of 
material. 

It is the latter point we wish to emphasize. The teaching is in line with 
the present-day ideas of efficient management. The methods are not 
solely confined to gaining efficiency in gardening, but to developing the 
power of observation and to showing the purpose of the conservation of 
energy in the worker so as to increase the output of the individual in less 
time and at less expense of his own resources. Note some of the things 
taught: Economy of personal strength by using the weight when possible 
instead of the muscles; the value of doing each part of an operation so 
as to save labor (or material) in each future stage of the work; the 
value of an instant’s relaxation at certain points in a series of movements; 
the individual speed limit, etc., etc. 

Mr. Parsons deserves a great deal of credit for putting his broad ex- 
perience and successful methods before the public in book form. The 
book will bear reading by the business adult as well as the teacher. 
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Epitep spy CHARLES W. GERSTENBERG, Pu.B., LL.B. 


_The Legal Department of Taz JourNAL oF ACCOUNTANCY is prepared to render a genuine 
service to its subscribers and readers, by undertaking to answer legal questions submitted to it. 
These questions, while they may be suggested by the problems that arise in the practice of our 
correspondents or by the more theoretical requirements of examination boards, should always 
be so stated as to call for single propositions of law. Whenever the Department receives a 

uery the correct answer to which may vary with many possible but unstated circumstances 
the correspondents will be asked to give the details or advised to consult local counsel. Reason- 
ably prompt — by the Department will be made by personal communication or through 
the columns of THE JourNnaL. Address all communications to THE JOURNAL OF ACCOUNTANCY, 
Legal Department, 32 Waverly Place, New York City. 


LIABILITY OF CONTROLLING CoMPANY FoR NEGLIGENT TRAFFIC OPERATIONS 
OF SUBORDINATE COMPANY 


An opinion recently handed down by the highest court of the State 
of New York holds that a railroad company which owns a majority of 
the capital stock of another railroad company, and thus controls its cor- 
porate organization and existence, and includes it as one of the roads in 
advertising its railroad systems, does not thereby become liable for the 
negligent traffic operations of the subsidiary company, which continued to 
maintain its corporate identity and to make its own contracts, to keep its 
own accounts, to collect its own revenues, and to pay its own operating 
expenses, the only financial interest of the controlling company being by 
way of dividends on its stock. (Stone et al. vs. The Cleveland, Cincin- 
nati, etc., R’y Co., New York Law Journal, July 10, 1911.) 


RicHtT oF STOCKHOLDERS TO ENFORCE CONTRACT OF THE CORPORATION TO 
RepurRcHASE Its Stock 


The following is the prevailing opinion in the case of Richard vs. 
Ernst Wiener Co., 129 N. Y. Supp. 951. 

SCOTT, J. Defendant appeals from a judgment and order denying 
a motion for a new trial in an action for damages for nonfulfillment 
of a contract. In October, 1908,- plaintiff and defendant entered into a 
contract to the following effect: Plaintiff subscribed for 100 shares of 
defendant’s preferred stock at the price of $10,000, of which he agreed 
to pay $3,000 immediately, not less than $5,000 within six months, and 
the balance within nine months. In consideration of this subscription, 
defendant agreed to employ plaintiff in its business, and to pay him a 
certain salary and commissions. If the plaintiff should fail to pay the 
second installment, the defendant reserved the option to discharge him, 
“and, if in this case you should not want to have the first installment 
paid by you considered as the purchase price in full for 30 shares of 
our preferred stock, then we shall repurchase these 30 shares of stock 
from you at par within six months thereafter.” It was further provided 
that if at any time during the first six months, or at the end thereof, 
plaintiff should discontinue his services of his own account, and fail to 
pay the $5,000, “then the first installment of $3,000 paid in by you shall 
be considered as the purchase price in full for 30 shares of our preferred 
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stock without any obligation on our part to repurchase them.” Plaintiff 
did not pay in the second installment of $5,000, and his services were dis- 
continued on August 14, 1908, whether by his act or that of defendant 
being in dispute, and plaintiff now seeks to recover back the $3,000 he has 
paid, offering to return the 30 shares of stock. 

The first defense is that plaintiff discharged himself. Upon this ques- 
tion the jury found in his favor upon conflicting evidence. The weight 
of the evidence accords with the verdict, and it thereby established that 
plaintiff was discharged by defendant on August 14, 1908. According to 
the terms of the contract, if it is enforceable, plaintiff thereby became 
entitled at his option, which he exercised, to a return of the $3,000 paid 
by him, or, as the contract has it, to the “ repurchase” of the thirty shares 
of stock. 

(1) The second defense, and the one which presents a serious ques- 
tion, is based upon section 664 of the penal law (formerly section 594 of 
the Penal Code), which reads as follows: 

“A director of a stock corporation who concurs in any vote or act 
of the directors of such corporation or any of them, by which it is in- 
tended; * * * (5) To apply any portion of the funds of such corpora- 
tion, except surplus profits, directly or indirectly to the purchase of shares 
of its own stock, is guilty of a misdemeanor.” 

The argument, of course is that a contract which calls upon a party 
to perform an illegal act is itself illegal and void, and cannot be enforced. 
There is no fault to be found with this rule; the only question being 
whether it applies to the present case. It will be observed that the 
statute does not forbid a corporation to purchase its own stock, nor does 
it forbid it to enter into a contract to do so. What it does forbid is 
the consummation of such a contract by making the purchase otherwise 
than out of surplus. It was therefore perfectly legal and competent for 
the defendant to agree to repurchase the stock from plaintiff, provided, 
and this is a proviso which the statute reads into the contract, that said 
defendant should have when the time came a surplus out of which the 
purchase could lawfully be made. 

(2) The law will not presume unless forced to do so, that a person 
intends to do an illegal act. It will not therefore presume that the 
parties intended to make an illegal contract. The contract itself therefore 
was perfectly legal subject to certain limitations upon its enforceability. 
If when the time came defendant had a sufficient surplus, the contract 
could be enforced. If it had not, the contract could not be enforced. 

(3) In defending against plaintiff’s attempt to enforce it, the burden 
rested upon defendant to show that it would be illegal to do so, for there 
is no presumption one way or the other as to the existence of a surplus. 
The defendant assumed this burden, but failed in sustaining it, for it 
was unable to show by competent evidence that it has no surplus. Under 
these circumstances, I think that plaintiff was entitled to recover. 

The judgment and order appealed from should therefore be affirmed, 
with costs. 
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Tue OFFICER AND NOT THE Orrice DETERMINES THE VALIDITY OF A 
CorPoRATE Act 


A case recently decided in the United States Circuit Court of Appeals 
raises an interesting question of corporation law. The following facts 
and conclusions are takert from the opinion of Shelby, Circuit Judge. 

(National Bank of Commerce in St. Louis vs. Sancho Packing Com- 
pany, 186 Fed. Rep. 257. 

This is an action by the National Bank of Commerce in St. Louis 
against the maker and indorsers of two promissory notes. One of the 
notes, with indorsements, is as follows: 


“ $6,000.00 New Orleans, La., Feb’ry 5th, 1907. 


“Twelve months after date we promise to pay to the order of our- 
selves six thousand o00/ooo dollars, for value received, with interest at 
the rate of six per cent. per annum from date until paid. 

“Sancho Packing Company, 
“Jno. A. Wogan, Secty. 


“[Indorsed on back:] Sancho Packing Co., 
“Jno. A. Wogan, Secty. 
“Jules M. Wogan. 
“Jno. A. Wogan. 
“Z. W. Tinker. 
“T. L. Macon, Jr. 


“Pay Comc’l N. Bk., N. O., or order for collection. The Nat’l Bank 
of Commerce, in St. Louis. J. A. Lewis, Cashier.” 


The other note bears the same date, and is in the same form and 
indorsed in the same way. It only differs from the one copied by being 
payable “eighteen months after date,” and being for a larger sum, 


As before stated, the plaintiff was the holder and owner of the notes, 
having received them in regular course of business, before maturity, and 
without notice of the circumstances under which they were issued. The 
notes were made by a corporation chartered to do business and which 
had authority to issue its notes in connection with its business. The 
notes were in due form, payable to the maker and by the maker indorsed. 
The by-laws of the corporation authorized the treasurer, or in his absence 
the president or vice president, to sign checks, notes, drafts, or accept- 
ances for the company. These notes were, in fact, signed by the treas- 
urer, who was also, pursuant to a by-law of the company, the secretary. 
After signing the name of the corporation to the notes, the treasurer 
added his own name, “ John A. Wogan”; but, instead of describing him- 
self as “treasurer,” he added the word “ secretary.” It is the use of the 
word “secretary” instead of the word “treasurer” that is pointed out 
as an irregularity affecting the validity of the notes. This objection, we 
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think, is without substance. The notes were, in fact, signed by the 
treasurer. The secretary and the treasurer were one and the same per- 
son. Conceding that it was incumbent on the plaintiff before purchasing 
the notes to make inquiry as to the offices in the company held by John 
A. Wogan, such an investigation, had it been made, would only have 
disclosed the fact that Wogan was the treasurer, and that the secretary 
and the treasurer, under the by-laws, were the same person. The failure 
to describe himself also as “treasurer” was immaterial. 


Announcement 


Messrs. Webb, Read & Hegan, Accountants and Auditors at 610 
McArthur Building, Winnipeg, have announced the opening of an office 
at 34 Nicholas Lane, Lombard Street, London, E. C. 





Missouri Society Elects Officers 


At the annual election of the Missouri Society of Certified Public 
Accountants recently held, the following officers were chosen: 


President—Daviw L. Grey, 

Vice-President—F. A. SMITH, 
Secretary—E. G. H. Kesswer, 
Treasurer—R. W. BolssELier. 


An amendment was made to the By-Laws of the Society. 
Paragraph 1, of Article III, should be changed to read as follows: 
“ Any person holding a Certificate from the State of Missouri as 

a Certified Public Accountant in good standing, or any person re- 
siding in this State holding a Certificate of another State which 
has established a standard of qualification as high as that required 
by the Missouri Board of Certified Public Accountants, may be- 
come a member of this Society.” 

The following resolution was adopted: 

“ Resolved, That the Society should have at least one meeting a month 

and that a Member should address the meeting on some current topic.” 








C. P. A. Question Department 


Conducted by Leo Greenpiincer, M.C.S., C.P.A. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve short- 
comings. To soive, compare and criticise C. P. A. examinations is the object of this depart- 
ment. With the aid of suggestions and criticism from the professional brethren, it can un- 
doubtedly be achieved. Inquiries will be cheerfully answered. 

Following are the examination questions in Theory of Accounts, Audit- 
ing and Commercial Law; also the second and fourth problems in Prac- 
tical Accounting, set by the New York State Board of Accountancy at 
the June, 1911, examination, together with a solution to problem five. 


Tuesday, June 27, I91I—9.15 A.M. to 12.15 P.M., only 
THEORY OF ACCOUNTS 
“The Regents of the University shall make rules for the examination 


of persons applying for certificates under this act, and may appoint a board 
of three examiners for the purpose. .. .” 


Laws oF 1896, ch. 312, p. 2. 


Answer ten questions but no more, selecting at least two questions 
from each group. Answers in excess of the number required will not be 
considered. Do not repeat the questions but write answers only, designat- 
ing by number as in question paper. Check the number of each one of the 
questions you have answered. Each complete answer will receive ten 
credits. Papers entitled to seventy-five or more credits will be accepted. 


Group I. 1. What books of account do you consider necessary for 
the conduct of a small business? Describe their form and use. 

2. What general order do you suggest for arranging the accounts 
when only one ledger is necessary for a moderate business? 

3. Mention the different kinds of ledgers that you would install in a 
concern where the transactions were large and varied. 

4. Describe fully the construction of a profit and loss account. What 
various meanings may its balance have and how should it be treated in 
the different organizations under which business is conducted? 

5. At the end of a fiscal year a concern inventoried its raw material 
at cost. Do you approve of this method? State your reasons fully. 





Group II. 6. A corporation organized under the laws of the State 
of New York has a capital of $200,000—viz. 1,000 shares common and 1,000 
shares preferred stock, par value $100 each. The patents were bought of 
the patentee for $50,000 common and $50,000 preferred stock. The pat- 
entee donated one-half of each issue of his stock to the company for its 
use in securing additional capital. Show entries necessary to record these 
transactions and state what accounts you would set up in relation thereto. 

7. A mining corporation has assets comprising among others leases, 
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good will, patents, rent and royalties paid in advance. How would you 
deal with them in the profit and loss account and balance sheet? 

8. The Hayward Company has declared a dividend of ten per cent on 
its capital stock of $100,000, payable July 1, 1910; stock books close on 
June 15, 1910. Describe the accounting procedure incident thereto and 
state who may participate in the dividends. 

9. In closing the books of a corporation, how would you value goods 
consigned at selling prices to consumers under an agreement by which con- 
signees pay for goods as used? 

10. The books of a corporation show balances at the debit or credit 
of the following accounts: rents from tenements, reserve for accounts 
receivable, depreciation on machinery, depreciation on furniture and fix- 
tures, bond redemption account, bills receivable, dividend on preferred 
stock. State which should enter into profit and loss account and which 
should appear in balance sheet. Why? 


Group III. 11. A fire insurance company’s assets include stocks and 
bonds that it carries at market price regardless of cost. Is this in ac- 
cordance with your views? Give reasons. 

12. Describe the process of closing the books of a corporation at the 
end of its fiscal year, showing trading account and profit and loss account, 
caption and allocation being a prerequisite. 

13. Describe the method of determining the number of shares of 
capital stock held by each of the several stockholders of a corporation, 
giving fully the titles of the books in which the facts are registered and 
stating how the books should be opened and operated. 

14. A company leases for a term of fifty years certain unimproved 
property for factory purposes, paying a ground rent of $1,000 per year. 
The company erects certain buildings thereon for its own use at a cost of 
$40,000, which are to become the property of the owner at the expiration 
of the lease. State how you would treat this proposition in the company’s 
books of account. 

15. The budget of a municipality includes appropriations for seven 
separate departments. Set up such accounts as you believe will cover the 
financial operations incident thereto, with supposed receipts and disburse- 
ments. 


Tuesday, June 27, I91I—1I.15 to 9.15 P.M. 
PRACTICAL ACCOUNTING 


ParT I 


Answer two questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat the questions but write 
answers only, designating by number as in question paper. Check the 
number of each one of the questions you have answered. Each complete 
answer will receive twenty-five credits. Papers entitled to seventy-five or 
more credits will be accepted. 
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The first and third problem appeared in the last number of the Journal. 

2. A contracts with a textile establishment to sell the mill’s annual out- 
put on the following conditions: 

The mill is to bill the output to A at cost. A is to finance the mill to 
the extent of seventy-five per cent of cost on receipt of goods. The 
balance is to be remitted by A, as the various shipments are sold less five 
per cent and advances. At the end of the year an analysis of A’s affairs 
reveals the following as shown by his books, the goods being sold at ten 
per cent profit above factory cost (mill shipments $7,327,918.18) : 


Debits Credits 

NR oo iss bik oer voesivinvedaead $5,545,938 $5,000,000 
oad d oa asad Holes aad dae ober 6,400,000 7,840,710 
IE CIID. oon ic kn vie cadiccnebens g0,000 80,000 
Sa iad ihn Sere VS CMM: Cpe At Sordeaye = 7,840,710 7,632,200 
ear ack ialahsin PaeAMre here acd dep eRs 7,610,200 5,635,938 
NS ear tO in ibin Gia me dre bie Kan aKa 22,000 

ilk ie ois amas ded are 320,000 
I i aoa a ai ilek Sacto sisw'n cs gid wa 1,000,000 





$27,508,848 $27,508 48 








Prepare A’s financial statement. 
Wednesday, June 28, 1911I—9.15 A.M. to 12.15 P.M., only 


PRACTICAL ACCOUNTING 


Part II 


Answer two questions but no more. Answers in excess of the 
number required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check the 
number of each one of the questions you have answered. Each complete 
answer will receive twenty-five credits. Papers entitled to seventy-five or 
more credits will be accepted. 


4. A stock brokerage firm composed of three partners agreed to dis- 
solve December 31, 1910. 

The original investments contributed January 2, 1910, were as follows: 

A cash $100,000, B cash $150,000, C, $40,000. C’s capital account was 
credited with $80,000 and his seat in the Stock Exchange held by the firm 
as collateral for the same 

The partnership agreement recites the following facts: A is allowed 
to withdraw $10,000 and charge same to expense; B is allowed to with- 
draw $15,000 and charge same to expense; C is allowed to withdraw 
$20,000 and charge same to expense. 

Interest on partners’ capital five per cent per annum on original amount, 
profits or losses to be shared equally. 

The interim transactions during the year as transcribed from the 
blotter were: 
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Purchases of 1,000 bonds, par value $1,000 each, for $1,005,000, matur- 
ing January 2, 1920. 

Purchases of stocks for customers, long, 50,000 shares (par value $100) 
for $4,750.00. 

Sales of stocks for customers, short, 50,000 shares (par value $100) 
for $4,625,000. 

Margin received in cash from customers, long, $500,000. 

Margin received in cash from customers, short, $500,000. 

The following loans were made from banks on securities: 

On bonds $750,000; interest paid in full to December 31, 1910, $32,500. 

On stocks $150,000; interest paid in full to December 31, 1910, $6,000. 

To complete transactions for account of customers all stocks were 
either borrowed or loaned. 

The earnings comprised, commissions $175,000 received in full, inter- 
est receivable $85,000, of which $70,000 was collected. 

The expenses were $62,500 (exclusive of partners’ allowances or in- 
terest paid on capital), of which $2,500 remained at time of dissolution. 

The partners had withdrawn as follows: A $16,500, B $18,750, C $18,- 
500. The market value of the bonds was $1,004,500. The Stock Exchange 
seat was finally sold to B for $85,000, the profit therefrom reverting to 
the firm. 

Prepare statements, prior to dissolution, showing (a) cash receipts 
and disbursements and balance on deposit in bank, (b) income and ex- 
venditures, (c) condition at time of dissolution, (d) partners’ respective 
capital accounts. 


Wednesday, June 28, I91I—1.15 to 4.15 P.M., only 
AUDITING 


Answer ten questions but no more, selecting at least two questions 
from each group. Answers in excess of the number required will not be 
considered. Do not repeat questions but write answers only, designating 
by number as in question paper. Check the number of each one of the 
questions you have answered. Each complete answer will receive ten 
credits. Papers entitled to seventy-five or more credits will be accepted. 


Group I. 1. Define auditing. 


2. If called on to verify the merchandise account of a manufacturing 
concern, what steps would you take to make the necessary investigation? 

3. The cash of a concern had not been proved at any regular period 
and at the date of the audit the pass book had not been balanced with 
the bank. How would you proceed to prove the correctness of the cash 
balance as shown by the cashbook? 

4. What would be your procedure in examining the capital stock 
books of a corporation? What books would you require? Give reasons 
why such an audit may be necessary. 

5. Give a brief report of the affairs of a small manufacturing con- 
cern. What points, in your opinion, call for special attention? 
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Group II. 6. In auditing the affairs of a railway company, how 
should the auditor determine whether or not the earnings are correctly 
stated ? 

7. An auditor who is employed to close the accounts of a firm and 
prepare a balance sheet finds that the current work is behind and that 
no trial balance has been effected for over a year. How should he pro- 
ceed? 

8. Describe the steps necessary to make a complete audit of a savings 
bank. 

9. A company takes a large number of notes (bills receivable) from 
its customers and when in need of funds discounts or sells them. What 
accounts, if any, should appear to care for the contingent liability thus 
created to satisfy you as auditor? 

10. Set forth in detail and in order of importance the instructions you 
would give an assistant in the audit of an electric railway, a bank, a stock 
broker. 


Group III. 11. State in detail the successive steps to be taken in 
auditing the accounts of an executor of an estate. 

12. Give example of such assets and liabilities not usually found on 
books of account, as should be considered by the auditor when preparing 
an income and profit and loss account at the close of a fiscal period. 

13. What method should an auditor employ in determining the value 
of stock, of accounts receivable, of additions to plant and property ac- 
count? 

14. What conditions would influence you in fixing the rate of de- 
preciation on buildings, machinery and tools, fixtures and patterns? 

15. Describe your mode of procedure in connection with some audit 
on which you have been engaged. Relate the nature of the business, 
answering in sufficient detail to enable the examiners to form an opinion 
regarding your knowledge. 


Thursday, June 29, 191I—9.15 A.M. to 12.15 P.M., only 


CoMMERCIAL Law 


Answer ten questions but no more, selecting at least two questions 
from each group. Answers in excess of the number required will not be 
considered. Do not repeat questions but write answers only, designating 
by number as in question paper. Check the number of each one of the 
questions you have answered. Each complete answer will receive ten 
credits. Papers entitled to seventy-five or more credits will be accepted. 

Group I. 1. Define (a) insurance, (b) insurer, (c) insured, (d) 
premium, (¢) risk, (f) insurable interest. 

2. Define the following: (a) agency, (b) guaranty, (c) artificial per- 
son, (d) legatee, (e) testator. 

3. Define (a) partnership, (b) ostensible partner, (c) dormant part- 
ner, (d) corporation, (e) stockholder, (f) common stock, (g) preferred 
stock, (h) certificate of deposit. 
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4. Classify estates in land with respect to their duration and define 


each. 
5. Define the following: (a) will, (b) abstract of title, (c) guardian, 


(d) trust, (e) certified check. 





Group II. 6. State the steps necessary for the formation of a joint 
stock association. In what respects does it differ from an ordinary part- 
nership and in what respects does it resemble a corporation? 

7. What contracts under the New York Statute of Frauds, must be 
in writing? 

8. Who are the common carriers under the New York law? State 
the liability of a common carrier at common law, under the New York 
law. To what extent can the carrier limit his liability under the latter 
law? To what special supervision, if any, are common carriers subjected? 

9. Under the Negotiable Instruments Law what constitutes a sufficient 
presentment of a negotiable instrument for payment? Where should 
presentment be made? When may presentment be dispensed with? What 
constitutes a material alteration in a negotiable instrument? 

10. Give the substance of the statute providing for the rendering of 
financial statements by a corporation to its stockholders. 


Group III. 11. A, the owner of real estate, dies intestate, leaving 
no children, but three grandchildren, two of them children of a deceased 
son, and the other the child of a deceased daughter. To whom does the 
real estate descend and in what proportion? 

12. A and B are partners. If C recovers a judgment against A for 
a personal debt may a firm chattel be sold to satisfy this judgment? If 
so, what title would the purchaser at such sale acquire? Does he become 
a partner with B and has he any rights as to an accounting from B? 

13. A owes B money on a gambling debt. B employs C to collect the 
same, agreeing to pay him twenty-five per cent of the amount collected. 
C persuades A to pay the debt, the total amount thereof going to B in 
the first instance. Later, C sues B to recover his proportion for the 
collection. Will he succeed? Give reasons for your answer. 

14. <A bank certified a check that had been altered by changing the 
date, name of payee and by raising the amount, and the bank subsequently 
paid the same to the defendant. Subsequently thereto, the bank sued the 
defendant for the amount thus paid. Can it recover? Or does its certi- 
fication of the check amount to a warranty of the genuineness of the body 
of the check as to the payee or amount? Explain. 

15. May a stockholder object to an act of his corporation as ULTRA 
Vires after he has acquired and accepted pecuniary benefit thereunder, 
when such an act is neither MALuM Prouisitum nor Matum In Se? 
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SOLUTION TO PROBLEM FIVE 


THE PROSPEROUS COMPANY 


Incorporated under the laws of the State of New York 
with an 
AUTHORIZED CAPITAL 
of 
$500,000.00 


divided into 2,500 shares of common and 2,500 shares of preferred capital 
stock par value of each $100.00 


Common Stock Subscriptions......... $500.00 

Unsubscribed Common Stock........ 249,500.00 

Unsubscribed Preferred Stock........ 250,000.00 
To Authorized Common Stock............. $250,000.00 
Authorized Preferred Stock............. 250,000.00 


for the respective subscription to five shares of 
the Common Capital stock of this Company by 
Chat pewe etd se gaa eed one share each, also to 
place the authorized issued on the books 


Plant, Good Will and Sundry Assets............ $599,500.00 
A PN, WOO ok cc iccsecscssee $599,500.00 
for the transfer to this Company of his rights, 
title and interest in all of the assets, including the 
goodwill acquired by him from X, Y, and Z, 
Companies fully enumerated in the bill cf sale 
Peer ere. , approved by the Board 
of Directors, as shown in the Minute Book page. . . 


First Mortgage Treasury Bonds................ $150,000.00 
To First Mortgage Payable..............+. $150,000.00 
in accordance with the resolution of the Board of 
Directors the Company was authorized to issue 
$150,000.00 of first mortgage bonds payable 


(eevee hbaateddaues bearing five per cent interest. 
Subscription to Common Stock................. $249,500.00 
Subscription to Preferred Stock. ................ 250,000.00 
To Unsubscribed Common Stock........... $249,500.00 
Unsubscribed Preferred Stock........... 250,000.00 


for John Peters’s subscription to balance of un- 
subscribed stock. 


EE , WE ence ctastccecesesecesens $599,500.00 
To Subscription to Common Stock.......... $249,500.00 
Subscription to Preferred Stock.......... 250,000.00 
Treasury First Mortgage Bond.......... 100,000.00 
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C. P. A. Question Department 


for 2,495 shares of common and 2,500 shares of 
preferred stock and ...... bonds issued to the 
above in full payment for the assets transferred 
to this Company. 


To Common Stock Subscription............ 
payment for subscription by the respective sub- 
scribers. 

In accordance with a resolution of the Board of 
Directors fully recorded in the Minute Book page 
....the following entry is made in order to place 
the various assets acquired, on the books of the 
Company. 


aE GE Is ois 0 siedscecasesncenneeeenn $75,000.00 
i, EE ee Ere eo 8 200,000.00 
Tools, Equipment and Fixtures...............6. 50,000.00 
SOD. oo 50k nike 4595 bases naee cee 100,000.00 
Ames TAOUOOR. 5 os 6 i. kb kc a Kk ceseebeoes 28,000.00 
CA... 0a cbse tud ce nkwiecane skeet 12,000.00 
CRUDE WHOS 6665s 6cks oxide cae eess ones ane 134,500.00 
To Plant, Good Will and Sundry Assets...... 
AQOCUMG TOOUITUIES «o.oo Fsciecennsiaedadsss $5,000.00 
To Reserve for bad and doubtful debts...... 


This entry is made in order to record the doubtful 
and bad accounts to the controlling account. 


$599,500.00 


$5,000.00 
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